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ABSTRACT 

Regional disparities has been an issue of 
concern in Canada since Confederation. Its presence 
has been felt in various aspects of federal-provincial 
relations. The question of whether governments ought 
to resolve the dilemma has been answered by an unequivo- 
GalUives? ehowever, Plhet problems or cerning thetevoplem 
in an*attempt to deal with it, and the methods to be 
used to achieve the objective, have remained unresolved. 
The regional social and economic differences have 
eolounedhene  pemsrec ri Veron rne various prov anneal 
governments®in) proposing the means of “reducing the 
imbalances ee elhe redenaligovernment, moreover, has 
TPOUunGETESe LUMI ete posieron yor slelnoesesponsib ve «ror 
reducing regional disparities, yet at the same time has 
had to avoid the trap of satisfying one group of provin-= 
ces -- the "have-nots" -- at the risk of alienating the 
Ocher group.——) the have” provinces. 

Aynumber of “solutions to «che problem of 
regional disparities have been introduced since cConfed- 
CracitOn- ) te Original, Cerms of Settlement recognized 
thes aiteiculfies faced in the poorer zTegions by siaght 
VemtavLlons ince > fananctal subsidy system. | ihe use 
of the federal taxing and spending powers, in such 
policies as tax rental agreements, tax Sharing agree- 
ments, equalization payments and federal programmes of 
economic -expans20n have been introduced. In each case, 
Ehesreac s1On, Of the indivicual provinces to these 
policies has been determined, by and large, by their 
particular economic Circumstances. Insan etiort to 
resolve the question once and for jal], the constatution-— 
al conferences discussed the issue of regional dispari- 
ELeS 2m great depth. The dilemma, however, has yet (€o 


beviinaily resolved. 
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CHAPTER I 


INTRODUCTION 


When examining the issue of regional disparities 
in ,a:federals system, ekK.~C..Wheare.seconcept of Capacity is 
very useful. While the desire of the units to federate 
Must ber present... “they musi. also beable. to operate it.” 


They must have the capacities to work the system 
they desire. Federal government is not appro- 
priate unless the communities concerned have the 
capacity as well as the desire to form an inde- 
pendent general government and to form indepen- 
dent regional governments. 


Among the factors in determining whether the states have 
the capacity to form a federal system, the economic capa- 
city of the states is of particular relevance in discussing 
the problem of regional disparities. 


There must be sufficient economic resources avail- 
able both to regions, and.to. general, governments to 
make it possible for them to be financially inde- 
pendent. 

It is not, however, a question merely of 
what resources are available throughout the com- 
munity as a whole. A great deal will depend on 
how these resources are divided between the 
general and regional governments when the federal 
union is established. [They must be allocated] 
so that each government will get what it needs. 


Federating units must not only agree to a division of 


powers, Diutemust also, in setting out this,division, 


1. K. C. Wheare, Federal Government (4th ed.; New York: 
Oxtord University Press, 1964), p. 36. 
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provide a balance of responsibilities (and subsequent 
expenditures) and revenues to enable the respective govern- 
ments to carry out their tasks effectively. Moreover, the 
federal system must be able to adapt the balance of powers 
and revenues to the changing demands and needs of the 
society. 

One of the most frequently recurring themes in 
federal-provincial relations in Canada is the issue of 
regionalsdisparatives.s) in ascountzy thes size, of Canada, it 
is inevitable that differences in outlook and interests 
would exist and that these differences might bring the 
separate regions into conflict as each attempts to expand 
and develop. As each area's "working materials" -- which 
in essence are both its natural and human resources, and 
its environment -- vary, so do their capabilities and 
prospects. While all have developed, the rate of growth 
has differed and this differential expansion has led to 
frequent recriminations. 

Despite agreement by governments at both the 
federal and, provincial levels that the eccnomic imbalance 
between. the regions of Canada is far too great and must be 
redressed, there has been continual debate between the | 
participants at federal-provincial conferences about what 
the problem really involves and how to resolve it. The 
opposing views expressed at these meetings reflect the 
bolitical, economic, and socral differences of each region. 
The purpose of this thesis is to study the genesis and 
resolution of the matter of regional disparities in the 
Canadian federal system to the present time. 

Before one can discuss the solutions or methods 
used to resolve this dilemma, it is necessary to define 
the term as it has been “used in the Canadian context. The 
expression "regional disparities" has become a vague catch- 


all phrase referring to differences among the areas of the 
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country both in terms of their economies and their social 
development. In formulating policies to deal with the 
resolution of these differences, it has become apparent 
thatyithersizevor the ispatial unit: isevery important: an 
determining what the policy will involve. Depending on the 
oubeomet desired), the: concept of “region maysvaryicrom 
Siivia Ci onsitos situation. 


Les aneancellectuale concepts ankencityeotmcie 
purposes of thought, created by the selection of 
certain features that are relevant to a real 
interest or problem, and by the disregard of all 
features that are considered to be irrelevant.3 


Jeet HOAGELTS describes al "region" as a Spatial concept 
Supplemented by homogeneity of culture or other factors, 


Saying that “1t emphasizes the recognition of diversity of 
Pandeand  Culcure . 0 . . ae 

The pre=Contederation developmene. of Ehe colonies 
and lands now making up Canada give evidence to the neces- 
Sity of a federal system in Canada. 


EVeLy (soc ety, every Nation 1f youswill as more 
or less closely integrated in accordance with its 
Owne pectin arnphistoricain, cul turad; economic), poli— 
tical and other, determinants. Each is composed 

of elements that Teel themselves torvbe different 
from the other elements in varying degrees and 
that demand in varying degrees a means of self- 
expression...) 9) fr penese Civerstutes|, are 
grouped. terratervally) ithau) iss gqeognaphiacaiiy, 2 
then the result may be a society that is federal.> 


While attempts have been made to aiter the developing 


3. The American Association of Geographers. quoted in 


T; Ne Brewis, Regional Economic Policies’ in Canada (Toronto: 
Macmillan Company of Canada, 1969), p45. 


4. J. E..Hodgetts, “Regional Interests and Policy in 
a Federal Structure," ain J. Peter Meekison, ed.; Canadian 
Federalism: Myth or Reality? (2nd ed., Toronto; Methuen 
Pi iterators, $9718) Arp) 343. 


Se We Oe Givinoston,, “A NOLS On Lhe Nature of kederal— 
ism," in J. Peter Meekison, ed., Canadian Federalism: Myth 
Om Reality? a Tononto:; Methuen Publications, 1968), .»pp. 22- 
PAE 
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pattern of the separate entities now known as the ten 
pEOVinCeS) "Ehesenerforts, both prior te and etter | tConfeder= 
ation, have met with little success. Maritime Union was 
introduced in 1864 in Charlottetown, when the then Crown 
CGBGNIES Mel -EO-examine the feasibiigty ef anbeogr ating. 
T@*failed to materialize, partly due te the introduction 
o£'the alternative of a Canadian federation, and partly 
qgeVMEerehew independent sparit* of the in@ividual maritime 
colonies. Newfoundland managed to avoid any type of union 
until 1949 when it joined Confederation. Prince Edward 
Island entered in 1873, and even then, with some reluctence. 
While the proposal of a Maritime Union has been made 

irom time to E1ime by Doth inhapatanteter the region.and.. 
oucsiders, aul has been” greeted with lattlerenthisiasm or 
support .° The history of Quebec: and Ontario as. Separate 
Sntaceies also "pre-dates Confederation.” The Quebec’ Act 

O£ TLV ?4 sustained’ and protected Prench Canada. Im later 
yeurs, the efrort to assimilate’ the’ French-Canadian 

CUELUre as "SUuggesTed by the* Durham Report sroved-cobe 
impossiblé, and the two societies developed within the 
f¥vaneworkVer™a Single polstical system” The Crown colony 
of British Columbia had also developed an individual way 
of life by the time she entered the Canadian federation. 
Rupert's Land,’ moreover, was ultimately divided into three 


nr tr 


6. See Marilyn Ann Fogwill, “Maritime Union and the 
Deutecn. Report". (Unpublashed MeA,. The61ss50 Department) of 
jitical Science, University of Alberta, 1972); The Report 


Maritime Union (Maritime Union Stucy, LOYO)} >and WreAee? 


Bennett's "five- DEOV INGS, proposals + iny Constitutional ~Con= 
C Ke woceedings, , Second Meeting, Ottawa, Fe 

fae  %Ottaway Oueen's Printer, Loco). pp 

arr the current attempt to unite the Maritime provin- 


Ges is proceeding, if Miss Fogwill's thesis is sustained, 
pig ay tical union will not materialize, although it is 


pol 3: 
a - 
ible some kind of economic integration may take place. 


M.S. Careless, Canada: A Story of Challenge 
oronto: Macmillan Company of Canada, 1963). 
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provinces, thus establishing them as separate polities arter 
their development in the late nineteenth and early twentieth 
centuries. They gained further legitimacy and individualism 
as they grew and progressed after their establishment. 

Once provincial boundaries were determined, they have domin- 
ated our thinking with regard to the subject of regional- 
ism. Thus, depending on the emphasis placed on geographic, 
economic and cultural factors, this term has been used in 
three major ways, ail conceptually shaped by provincial 
boundaries. it has been seen as a grouping of provinces 

(a "supra-provincial” classification), subdivisions within 
provinces (a "sub-provincial" approach), or simply one 

which equates “region” with “province.” | 

The supra-provincial approach has been used by 
COVErNMen ese nethevcollect tion of many ol tneir statistical 
records and also in examining federal-provincial relations 
in various studies and Royal commissions throughout the 
years. Usually it involves the division of Canada into 
five regions -- the Atlantic region (Newfoundland after 
1949, Nova Scotia, New Brunswick, and Prince Edward Island), 
Quebec, Ontario, the Prairies (Manitoba, Saskatchewan and 
Alberta), and British Columbia. The basic factors justify- 
INGet ALS Classi tication, apart from the already men -ioned 
factor OL fixed provincial boundaries, have: been historical, 
geographic and cultural. 

The Maritime provinces, due to their historical 
dependence on "wood, wind, and water" for much of their 
economic livelihood, were seen as having developed similar 
concerns and needs. Thus, the Atlantic provinces have often 
been grouped together when discussing economic problems. 


Mention has already been made of attempts to unite these 


Dpyee 5 0-64 281-65,, sand, SUL=O9) for fa concise history of 
Western Canadian development. 
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Provinces politically. 

Two of the regions were classified less in 
accordance with geographic factors than in terms of cul~ 
tural and historical differences in their development. 
Ontario and Quebec® occupy the geographic region known as 
the Great Canadian Shield, and share the northern side of 
the Saint Lawrence with its fertile lowlands. Beginning 
Wich the Constitution Act of 1791 and with, the extension 
of the provincial boundaries to the northern extremes, 
their existence as two separate areas was formalized, 
with the Ottawa River as the major dividing line. Quebec's 
cultural uniqueness in Canada as the homeland of the 
French-Canadian populace has resulted in her developing 
different concerns and needs from those of Ontario, and 
adopting different policies to achieve her particular 
objectives. 

; The Prairie provinces have been classified as a 
unit Chiefly due to geographic and economic considerations. 
Their ‘historical development as Rupert's Land, and their 
common background as an agricultural region substantiated 
such a concept. | 

British Columbia, a coastal province with a 
rugged mountainous barrier separating her from the rest of 
Canada, has been regarded as a separate entity. Her geo- 
graphy, which 15s So distinct from the other pares of 
Canada, determined that her economic base and interests 


would wary’as well. ~The historical background of the 


8. It should be noted, however, that in some cases, 
the two provinces have been referred to as "Central Canada," 
for example, by the Royal Commission on Dominion-Provincial 
Relations, thus emphasizing the position they hold as the 
eentre of economic and political life in Canada. This term 
iS also “sed by the @conomic Council of Canada in its Fifth 


Annual Review: The Challenge of Growth and Change (Ottawa: 


Oueen os Prantcer, 1968), p. 160, and by the Department or 
Regional Economic Expansion, when reporting its expenditures. 
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region, as mentioned previously, also contributed to the 
contention that British Columbia must be regarded as a 
unique unit.? 

While the five-region classification has remained 
a viable concept in policy development and administration, 
especially when dealing with economic matters, the fixed 
provincial boundaries have proved too basic toe the Canadian 
identity to allow change to be considered. W.A.C. Bennett, 
While Premier of British Columbia, did put forward in Decem- 
ber, 1968, a proposal to re-divide Canad: erms. of. the five 
regions. His suggestion, as have separate proposals for mari- 
time union and prairie union, has proven impossible to 
achieve and was not even seriously entertained. 

The second classification sometimes used in 
Canada is a sub-provincial concept based on spatial units 
within provincial boundaries. Quebec, for example, while 
often considered one region, may be broken down into 
smaller areas when dealing with economic factors. The 
ROWe Li-siedie Kepor.u, an 1939, stated: 


Quebec contains such strikingly diverse 
regional economies that the area Sigteciss be satis- 
PAcCtoriuly dascussed in economic terms as. a suns. 

DMiere tare) notably three dast inet "eecnon1es 
Within the borders of Quebec [metropolitan Montreal, 
the area north of the Saint Lawrence River, and 
the areas of “pioneer subsistence agriculture" ]. 


9. See, for example, British Columbia's concerns over 
the 1907 constitutional amendments put forward by Premier 
McBride, Premier Hart's rejection of the Rowell-Sirois 
recommendations in 1941, and Premier Bennett's statements 
in the constitutional conferences and in his annual buddet 
Speecies, “Hc lersi Columbia’ Ss concerns have often varied 


greatly from those of the other provinces. 
10. Canada, Report of the Royal Commission on Dominion- 


Province Lal. | Rela UO LOMS sk he ip (Reprinted; “Opoawas, . Queen's 
Printer, 1954), p. 190. Hereafter cited as the Rowell- 
Sanoas Report... Lt should be noted, however, that the 


Rowell-Sirois Report generally used the five~-regions 
approach in its study. 
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Each of these sub-provincial units compares with areas in 
other provinces; for example, metropolitan Montreal may be 
compared with metropolitan Toronto and Vancouver, while the 
shield areas are Similar to those of northern Ontario and 
parts of the western provinces. 

The sub-provincial approach may also highlight 
the common features found in all provinces by emphasizing 
the differences between rural and urban communities. The 
federal government has often administered programmes on 
this basis; for example, the rural development policies 
implemented under the Agricultural and Rural Development 
Act (ARDA), and the Fund for Rural Economic Development 
(FRED). Also, programmes may be introduced to deal specifi- 
cally with one region of a province, for example, the Cape 
Breton Development Corporation (DEVCO), and other programmes 
may be administered in areas selected on the basis of common 
characteristics in regions within each province under the 
Area Development Agency (ADA). In determining boundaries 
for local governments, census divisions, or electoral 
districts, provinces are not treated as homogeneous units. 
THe plop Lem, siOwever,, Ane using cChisrapproach, Ls determining 
uhencneteria fon SsetGing boundaries. One example of thas 
Wold be the kinds of factors Confronting electoral boundary 
commissions in drawing up federal constituencies. A further 
example of the sub-provincial classification would be the 
reference in the Official Languages Act to census divisions 
as the basic areas to be used for establishing bilingual 


cere See: 


ll. While constituencies are expected to contain equal 
numbers of people, the statute establishing this method of 
redistributing the seats, states that: "the Commission may 
Gepare (eon Cie Surict applicati0n Of [LOLS principle] sin 
any case where (i) special geographic consideration, in- 
Cluding 1 paeticular the sparsity, density or relative rate 
of growth of population of various regions of the province, 
the accessibility of such regions or the size or shape 
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The final conceptual approach is to use the term 
legion" synonymously with province. This particular classi-— 
FicalLion Uses political characteristics as Lis main justiri— 
cation. When dealing with a subject such as equalization 
enc particularly the megcotiations and ramifications involved 
inthis area, the §ive-regqion and the siub—-provincival region 
eliacsirticacious are simpossible to lapoly., To be sure. a 
shared interest at any given time may result in a number of 
PEOVINCES Ini Ling in a common Stand om the political scene. 
The political traditions in each province, however, usually 
mesule in wndividual actions and concerns being proposed at 
the negotiating table. Further, the Jack of formal onganiza— 
ElOMCana Pecognicron Of the supra—provancial level makes it 
less sadapeanle seo thas study. | The sub—provincial region is 
NOt reality Nel oLud ~ave LOstnhe-bact thal thes NOL polatvealiy 
recognized and, even 1f a smaller area was organized, it 


wou ldsundoubtediy, be Gealuywith jameche torovineval bevel or 


through federal—provincial negotiations.?? By equating 


LHEreOr, apoeer co the commission ta render such a departure 
NeCesoary Of desireplc, OL (iF) any Special Commnicy OL 
diversity of interests “of the “inhabitants of, various regions 
OL (tie province appears £€o the commission to render suck a 
G@patture wececsaly cr désiranle, . . = ‘electoral Boun— 
dares sheacmiis ment eAGt Wioel3o yHliz. ellen ice es arcuoated fim 
Politics: Canada (2nd ed.; Toronto: McGraw-Hill Company of 
Ganada, 2966), “edv*by Paul Fox7f ep. 300. “The dirference 
between, these two approaches appears to relate more to the 
Politica ledicerculeses surrounding the: implementataon .oL 
bilingual ~olicies, and the Use Of Census divisions, at 

least ensures an accurate head count. Even here, though, 
the nce allows -0r deviation, from tne poinciple 1f sine 
census division cuts through a homogeneous area. 


bee Lemay De Noted, However, tlal in tne Department of 
Regronal diconomirc expansion)  (DREE) | ithe iadministration oft 
programmes may occur with consultation and cooperation 
between both the areas designated, the federal government 
ana the respective provincial governments. A good example 
1s the case of the Atlantic provinces, where the Atlantic 
Development Council, working on a supra-provincial level, 
advises the Minister of the Department, and DEVCO, which also 
works closely with the federal department concerning the 
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"region" with province, the examination of the political 
bargaining and negotiations that arise in the area of 
regional disparities and equalization within the federal 
system@is facilitated. 

Just as "region" has been used in a variety of 
ways in Canada, the term "regional disparities" has often 
been used without clear understanding of what is meant by 
the term. It has come to refer to the imbalance between 
the “have" and “have-not" provinces, usually bringing to 
mind a whole series of interrelated factors involved in 
measuring this inequality: income, unemployment, job 
Spportunitics, Vevel* ory services. poorsnousingretuceterar 
Thesimpor tancewoLre*theesize off the’ regioneor. unit usedian 
exanlanang pthe disparities! isspointedsout byeTi Nes Brewis, 
who stated: 


BY? Varying tine bounderdeseie ismpossibiento 
either reveal or conceal evidence of stress. If 
ChEsrrair te provinces or Lie Atlantic provinces 
are treated as a whole, the data will conceal 
Sharpecattlerencec at. Ene, Sub>provincia es level. os. 
In general, the smaller the area selected, the 
greater will be its divergence from national 
averages in growth, stability and level of in- 
eGome. » Langer regions, an contrast, tend co 

wef lectemore: closely the! nationally picture: 


It is assumed that the provincial premiers and the federal 
government will emphasize an approach which best proves to 
their advantage: the provincial, sub-provincial, and even 
the individual levels are the most common classifications 
presented in the bargaining area. 
Another source of contention (apart from the 

size of the area to be dealt with) is that of the measure- 
ment: OL) disparities 1" Oftens) the* basite isin naterms) iy per 


capita income and the level of productivity of the provinces. 


Cape Breton area, a sub-provincial level. 


VaCP Brewis); ep. Cite, ip. 44. 
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Factors such as tax capacity, emigration-immigration figures, 
unemployment rates, et cetera are also used in conjunction 
with income and productivity when the disparity issue is 
being discussed. While the term regional disparities has 
meaning in Canada, there is a lack of consensus as to how 
this problem ought to be redressed. The dilemma of how one 
measures the disparity, which level to concentrate on, and 
what programme approaches best ameliorate the problem are 
all matters of great contention among the political jpartici- 
pants. There is no agreement on what the problem is -- its 
definition is in the “eye of the beholder." This thesis will 
concentrate on the effects that the issue of regional dis-— 
parities has had on federal-provincial relations and how 
the governments have attempted to reduce the disparities. 
Two basic conflicts have emerged between the 
federal and provincial governments on the issue of regional 
disparities. They are federal-provincial financial relations 
in general, and the more specific: issue: of the exercise of 
the federal spending power to reduce regional disparities. 
These fewo themes havesbeen *thesfocal point of attempts ete 
redress the inequality that exists between the regions of 
Canadas) «The solutzrons.proposed,- however, have .beenrof jan 
adghoc: nature. :duetto sthe Cinabidl teyieom (thempolicical~parti- 
cipants to agree on the basic points of what regional 
disparities entail and the long-range policies that ought 
to be implemented to reduce these disparities. In 1968, for 
examp be athe (heonomic rCouncrl cof Canada castigated the 
efforts of the federal government to redress the situation, 
saying: 


[We} have tried to detect any conscious deliberate 
strategy of improving performance in the low- 
income regions by increasing utilization of re- 
sources or raising output per employed person. 
[Oust (appraisal talls tO reveal any. Clear over— 
all design for coping with the underlying problems 
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of regional imbalance, !4 


The varying needs of the different provinees in Canada 
colour their views of how to solve the problem, and in 
attempting to reconcile the divergent points of view, the 
policies have often proved to be short-lived or ineffective. 

In federal theory, constituent units of a feder- 
ation are equal. The British North America Act and the 
original financial settlement at Confederation demonstrate 
the different fiscal capacities of the provinces. If one 
assumes that the demand and need for services ae approximately 
the same in all provinces, then some areas, where per capita 
personal income is lower than the national average, find 
themselves wndable te provide: servicesscomparable to those 
found in wealthier areas. Thus, some of their services 
become sub-standard. 

The “have-not" provinces are faced with a lower 
tax yield and subsequently lower revenues. Their attempt 
LOe provide ~at least | an acceptable minimum of “basize" 
services such as education, social services and transporta- 
tion facilities, means that the tax levels in these areas 
are usually higher to generate the necessary funds. This 
tax differential, has been one factor leading to a continual 
series of negotiations with the federal government to 
provide them with the money necessary to fulfill their 
constitutional obligations. On the other hand, the wealthier 
provinces have contended that some upper limit to these 
federal transfers is necessary. 

The division of powers and responsibilities 
between the federal and provincial governments was based 
on the decision that the heavy expenditure items of defence 


and economic development would go to the federal government. 


14. Economic Council of Canada, Fifth Annual Review: 


WiesChal lenge of Growth and Change, pp. 152-53:. 
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In 1867, with the need to develop and strengthen the new 
nations this seemed =to be the logical step. As the) provin- 
ees had their particular anterests and peculiarities to 
protect and develop, matters of what were then considered 
of a "local enature were torbe the responsibility of the 
peov inewalWleqvslatures- “Since the expenditures: involved 
in these responsibilities were low at that time, the revenue 
resources given to the provincial governments were not con- 
sidered of major importance; direct taxation was their 
principal source of revenue, and this was supplemented by 
monies raised from licenses, fines, and the public domain. 


TaxeacLon an direct forum) [such as income taxes 
was so detested in almost all the provinces but 
Onbaniomwts <sthat 1tcan be assumed’ that. there 
was no serious expectation that the provinces 
would use these powers. 


The federal government, on the other hand. was 
given the most productive revenue sources at that time -- 
customs and excise duties -- plus an unlimited taxing power 
under Seectionw9i-—I“0f the British North America Act. ©» Tt was 
conceded, however, that while the expenditures of the provin- 
cess wouldibe relatively slight, the Dominion Government 
would have to either allow them some room in the field of 
indirect iwtaxes, Ol provide subsidies of some sort to’ enable 
them) toucarry outmtheir duties, 


It was clear that to have a federation at all, and 
[LOlmaichiieve the economic obgectives (of the move— 
ment, the central government had to be given exclu- 
Sive authority over tariff and excise matters. On 
the other hand the functions. Jette with the provin—- 
cial governments would cost substantially more than 
ali the remaining governmental taxes and revenues 
whiter tiem existed or could be: practically considered. 
In these circumstances the Fathers of Confederation 


iS.eWve Milton Moore, vu. Harvey Perry, and Donald 1. Beach, 
The Financing of Canadian Federation: The First Hundred Years, 
Canadian Tax Paper No. 43 (Toronto: Canadian Tax Foundation, 
L966) eepr: ibe 
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reluctantly accepted the device of a Dominion sub- 
Sidy to the provincial governments as a necessary 
evil. The subsidies were deliberately set at the 
bare minimum estimated as essential and were to 
remain fixed at that levei.l 


The problem of reducing the gap between limited 
tax room and the responsibilities assigned the provinces 
began to appear very early. As the public sector expanded 
at both levels of government and the emphasis placed on 
provincial responsibilities grew, the tension increased 
lsetweentthe governments: Richard Simeon succinctly states 
the crux of this zssue as) fol lows: 


The allocation of taxing powers and financial 
resources directly attects ihe abilities or the 
governments to develop and carry out programmes. 
It 1s therefore an area of continual intergovern- 
Mental econhlict: 


While all governments have been interested in 
acquiring more revenue to satisfy the increasing demands 
placeayon themiby their constituents, .21scal ~megotiations 
have been complicated by the economic imbalance between the 
regions of Canada. The various areas have had a variety of 
concerns depending upon their level of development and how 
much weight they carried at the bargaining table.l® ‘the 
wealthier and larger provinces, with a stronger tax base 
and strong representation in Ottawa, have been concerned 
with obtaining more tax room, thus increasing their inde- 


pendent action in the area of policy and amplementation of 


LeomWilietaOehucleston and, Gel .khratl Dominion Pro- 
vincial Subsidies and Grants: A Study Prepared for the 
Royal Commission on Dominion-Provincial Relations (Mimeo- 
Sado a Occawa:n binge aimee, 1939 hy Dee i. 


17. Richard Simeon, Federal-Provincial Dipiomacy: The 
Making of Recent Policy in Canada (Toronto: University of 
Por OnvoOsPEess, C1972), p10. 


18. “When we come to look at the political relations 
between governments in federal systems. . . it is obvious 
that some units are more equal than others." R. J. May, 
Federalism and Fiscal Adjustment (Oxford: Clarendon Press, 
LEGS) pp. 4=5> 
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programmes. The less wealthy provinces, having a more 
restricted tax base, have approached the negotiations with 
the objective of receiving monies from the federal govern- 
ment for the provision of services and the development of 
their economies. While the interests and influence of the 
individual provincial governments vary, the relative power 
of the federal government must also be taken into account. 
Agstrong a cderal, government,» in its Gesire: to respondmto 
ELSenatwonea Liconstituency, may, be’ inoduned to)rchwart wor 
help, certain interests presented at the negotiating Gane? 
Thesre lative, powern and sent luence, as well vas the 
ability to provide persuasive arguments to support each 
position, is very important in determining the policy out- 
comes and what changes are made in the arrangements between 
the units or government. ~The problem’ of financial arrange— 
ments between the two levels of government involves not 
only the distribution of revenues between the federal and 
provincial governments, but also the relationship between 
the units of government at the regional level. 


Federacions Contaan relatively poor unzes and rela— 
EAvelyeracl UNits~; . 2 .0e poor uUnttSs favour a 
redistributive system of federal finance, and in 
Order, to achieve this generally suppor’ a central 
GOvernmenu With sstrong Divscal’ powers oF "4 central— 
ized scheme of revenue allocation subject to 
periodic independent review, while the rich units 
favour fiscal decentralization and revenue transfers, 
if they are necessary, based on units! relative 
CONtEIbuUtIONs’ to the federal revenue. 


Voe. (The ls nationally “elected Parliament has a unique 
and legitimate role to play in determining the national 
interest, even where provincial jurisdiction is involved. 
[Pirie |), 2s. Parliement Te "the appropriate body, to “make 
grants to tie provinces for the purpose! of equalizing pro- 
vincial public services and for the purpose of compensating 
the provinces for adapting their programmes to meet national 
as well. as.provincial needs." P. E. Trudeau,’ Federal »Pprovin- 
cial Grants and the Spending Power of Parliament (Ottawa: 
Queen's Printer, 1969), p. 34. 
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The individual provinces' views of how the federal system 
ought to be shaped, as well as how the revenues ought to be 
distributed and on what basis, are influenced by the fact 
that there are regional disparities in Canada. The wealthier 
provinces, viewing the issue from the perspective that the 
monies being redistributed are coming largely from their 
Gorters, usually take” a* position opposite’ to Enat or tne 
poorer provinces in defining financial need. They have 
questioned the economic wisdom of massive transfers through 
equalization or other means, “arguing that too much would 
[KrMiethe goose that lays the golden eqs * 


Though for the most part federal assistance is 
welcomed by those provineial.governments which ex-— 
pect to benefit by it, there is not much enthusiasm 
among the others, and some provincial governments 
view the regional policies of Ottawa with very 
mixed feelings, except when they take the form 
OLVmoney with No strings attached. Ouestrons  con— 
cerning the criteria for assistance, the designa- 
tion of areas to receive it, and the amount end 
form Such assistance snoulda take are maclers oF 
eoncernm to salt, levels, of government, and, there 

are often) sharp differences of Opinion on polacy. 


Poe vclashing interests Of the units cf government an actenp— 
ting to deal with regional disparities 1s thus a very stacky 
problem’in federal-provincial relations. 

In summary, the role of the federal government in 
reducing disparities has been challenged by some provinces 
and welcomed by others. Further, the method of distributing 
federal assistance has been controversial over the years. 
Pressures at various times have resulted in several methods 
of “equalizing” the imbalance between the regions. These 
would include unconditional orahnts, special subsidies, con— 
ditional grants, equalization payments, and Specific federal 
legislation. All of these policies have been supported by 
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some and rejected by others. 

The difficulty of developing a coherent programme 
in a federal system while attempting to redress the imbalance 
between the regions is fully evident in the positions and 
statements of the political participants at federal-provin- 
Cial meetings. The conflicting opinions must somehow be 
reconciled. Given the fact that the process, of, reconca liA= 
tion has been going on since Confederation, it is clear 
that no final solution to the problem has been devised. 
Nevertheless the bargaining has been continuous and the 
resulta Or —nesc megotiations are the subject of this thesis. 

There “are: two) perspectives, that. one must bring 
to bear in analysing this problem. The first relates to 
the federal system and the interrelationships of the govern- 
ments, which is manifested in their behaviour at federal- 
provincial conferences. Here the issue’ is muddied by the 
fact that in any given conference, federal government recog- 
MWEtion of the plight of the poorer provinees must be balanced 
against the demands of the wealthier provinces for increased 
tax capacity.’ One cannot overlook the fact that while 
Quebec in an economic sense iS a poor province, its atti- 
tudes are shaped more by cultural pressures than by strict 
economic considerations. In analysing the various fiscal 
agreements which have been made since Confederation, the 
interrelationship of these various strands cannot be over- 
looked: 

The second perspective is simply that the federal 
government has, since Confederation, initiated a series of 
policies that have related to development. A recent manifes- 
tation of this would be the creation of the Department of 
Regional Economic Expansion. It is clearly impossible to 
isolate all federal activities designed to eliminate regional 
disparities. For example, one would have to examine the 


letting of contracts for public works and for defence, et 
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cetera. As such, this study will be limited to the examina- 
tion of DREE and its programmes. 

Finally, no study would be complete without some 
COMMEnE VOn-attCempts co retommy rhe —rederal. system utselt - 
It would appear that the efforts to resolve the issue of 
reqiondledisparitiesvoencesand forvalircduringsthe megoliations 
on constitutional reform) *which tock place between 1968 and 
Lov. vllustrate the dilemmas involved in searching for the 
final solutions Since most of the debate surrounding the 
issue has been linked with financial relations, this subject 
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REGIONAL DISPARITIES IN HISTORICAL PERSPECTIVE: 
1867 - 1941 


The two levels of government in Canada, through 
negotiation, have striven to achieve the economic capacity 
necessary for a viable federal system. The imbalance 
between the various regions in terms of resources and 
fiscal capacity has made the process that much more com- 
plicated, for the federal government has been called on to 
ensube’ noe only LUS*own, Viability, sbutealso thateot the 
PLOVANGCeS. 

Confederation was seen by the provinces as a 
method of achieving a more secure and prosperous way of 
life for themselves. While they saw the advantages of some 
kind of union, their local concerns and the desire to 
PEOLCCCRmmEne1 Glocal spar lCilculanismosCe Cer miuncdm ciate a 
federal, rather than a unitary, system would be adopted. 
An analysis of the Confederation debates leaves no doubt 
that the federal government was to play the dominant role 
in the new nation. Although the responsibilities assigned 
to the provinces were not expected to be costly, due to 
the. prevailing philosophy of laissez-faire, -it was still 
recognized that their programmed expenditures would exceed 
their revenues. 

The Confederation debates included discussions 
of how to provide the necessary revenues to the provinces. 
The financial negotiations presented some problems and 


were a factor in determining whether union would be 
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acceptable to the prospective members. 


The Quebec Conference found considerable diffi- 
culty in reaching a subsidy formula which would 
satisfy the demands of equity, and meet the wide 
Varltation ingsthevanticipated deficits of the 
Girierent provinces. 


The anticipated costs facing the Maritime provinces of 

Nova Scotia and New Brunswick were much greater than those 
for Ontario and Quebec. The philosophy of equity prevailed, 
and determined that the colonies adopt a uniform subsidy 
system based on per capita grants. It became evident that, 
dues toethe existence of regional "differences, the political 
negotiations would require some departure from this 
principle (carefully justified) ," in order to achieve union. 


To arrive at a uniform subsidy that would neither 
give Ontario far more than it needed nor absorb 
an undesirably large percentage of total federal 
government revyenies,  NOVa scotia Nad to Trecuce 
sharply her estimate of required future expendi- 
CULCS. 


The compromise solution was a per capita subsidy of eighty 
cents which would be adjusted (in the cases of Nova Scotia 
and New Brunswick only) as the population increased to a 
maximum of 400,000. 

In addition to the spopulation subsidy, which by 
itself would not yield the necessary revenues to any of 
the provinces, another transfer was agreed upon at the 
London Conference -- a grant in support of government, 
based on the relative size of each region's population. 

The federal government was to take over the 


debts of the provinces, and the principle of equity 


ieee Canoga, sRepOrc OF sche Royal Commission on Dominion- 


Provincial Relations, Bk. I (Ottawa: Queen's Printer, 1954), 
p. 45. Hereafter cited as the Rowell-Sirois Report, I. 

2. A. Milton Moore, J. Harvey Perry and Donald I. 
Beach, The Financing of Canadian Federation: The First 


Hundred Years, Canadian Tax Paper No. 43 (Toronto: Canadian 
Paxiroundation, 1966)5.p.9 2s 
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determined that the differences in provincial debts be taken 
into consideration. Thus, a system of debt allowances was 
worked out. An allowable debt of $25 per capita for the 
provinces of Ontario, Quebec, and Nova Scotia, and a 

Special rate of $27.77 for New Brunswick was established. 
From this amount, the actual debt assumed by the federal 
government was subtracted. Interest on the difference 
would be paid either to the provinces or to the federal 
government, depending on whether the assumed debt was more 
Onwless Ehan ene allowable one. 

The negotiacions: continued, and) throughout the 
discussions, it became apparent that the provinces could 
not be considered equal -- some provinces were in fact 
poorer than others. This difference would have to be 
taken into account. 


ARterEECUGEINGEOOWNIN. nr, pene LOGad sexpenda tures 
to the lowest mark, it was found that New Bruns- 
WiC saCOULOMNOL. POSS toy IGare vaoOnetis: 1 OCad: 
government with the sum per head that would 
suffice for all the rest. New Brunswick impera- 
tively required $63,000 per annum beyond her 
share, and we had either to find that sum for 
her or give up the hope of union. 


Rather than increase the transfers to all provinces, an 
unacceptable alternative from the point of view of the 
Fathers, New Brunswick was granted a special subsidy of 
$63,000 per annum for a ten-year period. Table II-1l 
shows the Confederation settlement of 1867. 

The attempts to mreconca le che, principle oF .equ uly. 
and the disparate needs of the governments had, in 1867, 
resulted in ad hoc decisions, with compromises based on 


political expediency. Once the agreement had been reached, 


3. The Hon. Mr. George Brown, in Canada, Legislature, 
Parliamentary Debates on the Subject of the Confederation 
of the British North American Provinces, Provincial Parlia- 
ment of Canada, EFighth Parliament, Third Session (Quebec: 
Parliamentary Printers, 1865. Photographic Reproduction, 
Geuawa ding eerranter, 195 1)75 Pp. os 
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Annual Subsidies to Provinces at Confederation 


Thousands’ of Dollars 


Grant an 

| . Population Support of Special 
Province Subsidy Government Grants) Total 
Onver ro ie 80 - 1,196 
Quebec 890 70 - 960 
Nova Scotia 264 60 - 324 
New Brunswick 20a 50 (oe) sie 
PPIOMALS ale 260 6 27 eS 


Sources: Wilfrid Eqgleston and C. T: Kraft, Dominion— 
Provincial Subsidies and Grants, A Study Prepared for the 
Royal Commission on Dominion-Provincial Relations (Ottawa: 
Rang powrcincer, 1939) Ap. 6. 
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however, the Fathers had intended that the terms be con- 
sidered final. 


Let this too ever be kept in mind that the [approx.] 
$2,630,000 to be distributed to the lccal govern- 
ments from the federal chest is to be in full and 
Final extinguishment of all claims hereafter for 
local purposes: and that 1£ this» from any cause 
does not suffice, the local governments must 

supply all deficiencies from direct tax on their 
own localities.4 


The Confederation settlement, then, was based on 
anumber of principles which were to affect the area of 
déminion=-provincial relations from that time on. First, 
it was recognized that the federal government had some 
responsibility for providing assistance to the provinces. 
Second, while the subsidy system was intended to be uni- 
form for all provinces, the federal government was forced 
to recognize the existence of differences between the 
regions, which resulted in the granting of a special sub- 


sidy to New Brunswick. Third, within a few years of Con- 


a Brow, ops Cite, p14: 
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Pable?rli=2 
Annual Subsidies to Provinces at Their Entry Into 
Confederation ($000) 
Popula- Grant an Build- 


tion puppor® of +oSpecial* “Land ings 
Province Subsidy Government Grants Grants Grants Total 


MAN. 

(1870) 2376 30 - - - 43.6 
Bac. 

(1871) 48.0 35 = 100 = 1533.0 
Pete. 

(lS 73) ISIE: 30 - 45 = La Ore 
ALTA. 
SASK. 

(19.05) 20020 50 - 75 eT 1135 
NFLD .* 

(1949) 260.0 180 17200 1,540.0 


Source: Canada, Dominion Subsidies! to Provinces, (neluding 
Other Transfers. A Reference Book for the Dominion-Pro- 
vincial Conference on Reconstruction (1945), pp. 9-10; 

and Canada, Parliament, "Terms of Union of Newfoundland 
With Canada," -Statutes of Canada, 1949, ch. 1. 


*The terms of settlement included "an additicnal annual 
Subsidy of $1,100,000. payable for the like purposes as the 
various fixed annual allowances and subsidies provided by 
statutes of the Parliament of Canada from time to time for 
the Provinces of Nova Scotia, New Brunswick, and Prince 
Edward Island. .. ." "Terms of Union of Newfoundland with 
Canadas is 29 . 


federation, the principle that the terms were to be con- 
sidered a final settlement was to become meaningless. In 
1869, Nova Scotia received special consideration due to her 
mabiluty to exist with the original terms of settlement, 
and achieved equality with New Brunswick. It became 
evident, moreover, that a change in the bargain with one 
province led to other provinces renegotiating their terms 
of settlement and demanding equal consideration for their 


particular problems and needs. 
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With the expansion of the nation and the entrance 
into Confederation of new members, specific terms of 
settlement for them had to be negotiated. Where possible, 
the original subsidy system was to be applied; however, the 
demand for special consideration resulted in different terms 
of union for each new member. Table II-2 shows the final 
results of each province's financial negotiations with the 
Dominion. 

In each case, special consideration had to be 
given to the particular conditions facing each area. But 
it must be emphasized that political expediency was a very 
important factor in determining the outcome as well. The 
previous political existence of British Columbia, Prince 
Edward Island and Newfoundland resulted in strong bargain- 
ing positions. Manitoba, Alberta and Saskatchewan were 
created by the federal governnent and the regional delegates 
had no such political base on which to rest their claims. 

Manitoba was created prematurely in 1870 due to 
the Riel rebellion. The delegates representing the colonies 
Werenin oa poor Dardalning position, which was relbiected in 
their terms of settlement. The province's small population 
and her -lack of.a financial base resulted in the necessity 
of overestimating her population in order to provide a bare 
minimum of funds for the new province. Unlike the four 
original provinces, Manitoba was not given jurisdiction 
over the public domain and her dependence on federal funds 
was even greater than it would ordinarily have been. While 
the total sum transferred to the province was generous on 
ae pet Capita bdsis, 1t Was anadequare in daght or tne Tack 
of other revenue sources which the province could exploit 
and the great costs that were anticipated in the setting up 


of the new government.” The province attempted to 


SBerGhes ter sMartin, “!Domanion ;Lands* Policy .4 an Hretory 


Of Prairie Settlement and "Dominion Lands” Policy, Vol. iz 


of Canadian Frontiers of Settlement, ed. by W. A. Mackintosh 
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renegotiate the settlement very shortly after the agreement 
was Signed. 

British Columbia's previous existence as a polity 
strengthened her bargaining position. Once again, the 
negotiations had to take into account the small population 
of the area, and a new type of grant was used to provide 
the required funds to the new province. Even by generously 
estimating the region's population, the subsidy system fell 
short of the region's revenue needs by $100,000. Consequent-— 
ly sehepiederal government proposed that British ‘columbia 
Pee Pare CONnViey ein trust... 4.) 2a belt of jJand twentyemiles 
wide in return for an annual payment of $100,000."© 

As in the case of British Columbia, Prince 
Edward Island was in a relatively strong bargaining posi- 
tion. Special consideration of regional particularisms 
again resulted in a modification of the terms of settle- 
Menteemrnewper Capltagdebs of Eheslstandywas S41] 003,15 
theses2/is/7 vate had been applied in calculating the debt 
allowance, the Island would have been required to pay to 
the Dominion over $60,000 per annum in interest. A new 
rate of $50.00 was introduced. Another unique problem 
takensanto consideration, was the fact that, two-fifths, of 
prince Edward Esland"s lands were held ian absentia by 
English owners. A "lands subsidy" was provided in order 
tO buy back” ther alivenated lands: 

The rapid development of the Northwest in the 
last part of the nineteenth and early part of the twentieth 
centuries resulted in the creation of Alberta and Saskat- 


chewan in 1905. Again, the weak bargaining position of 


and W.L.G. Joerg (Toronto: The Macmillan Company of Canada, 
1938), pp. 474-75. 
Ge DabG pcre gnton, sBraitish Nomth America at contedcra— 


tion, A Study Prepared for the Royal Commission on Dominion- 
Provincial Relations (Ottawa: King's Printer, 1939), p. 90. 
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the area was to result in the alienation of the public 
domain, as had been the case in Manitoba. The uniform 
subsidy system was applied (the population subsidy and 

the grant in support of government, as well as the debt 
allowance rate of $27.77). Unlike Manitoba, they received 
a grant in breu or lands and a “bualdings" subsidyvefor a 
five-year period which was designed to aid the new provin- 
Ces inthe seccing up of “their governments. 

In the case of Newfoundland, generous terms of 
union were worked out. Moreover, unlike previous instances, 
the terms were considered interim only, for the federal 
government promised a Royal commission would be set up to 
determine the final terms between the Dominion and the 
new province.’ 

A number of observations may be made concerning 
the preceding summary of the terms of settlement. First, 
Ciemterms weresali* settled “onvan ag moc basis: ene Lrederal 
government wished to avoid precedent-setting special grants 
to the provinces, and thus attempted as much as possible 
tovapply, the "standard subsidy system as set out ac Confedera— 
ion. woceconda, the provinces alle pleadcd that their special 


problems needed special consideration and appropriately 


jee liney lew Ofethesdiericiltysor predzCcingawili sun 
ficient accuracy the financial consequences to Newfoundland 
of becoming a province of Canada, the Government of Canada 
will appoint a Royal Commission within eight years from 
the date of Union to review the financial position of the 
Province of Newfoundland to enable it to continue public 
services at the levels and standards reached subsequent tc 
the date of Union, without resorting to taxation more 
burdensome, having regard to capacity to pay, than that 
obtaining generally in the region comprising the Maritime 
Provinces of Nova Scotia, New Brunswick and Prince Edward 
Island," "Terms of Union of Newfoundland with Canada," 
RetaesorePariianent, 12 Geos Vi, 1949," Chu 2, Ss. 29. "The 
"final settlement" of financial terms came in 1964 with an 
additional subsidy of $8,000,000 per annum. 
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unique terms were necessary. Third, as the subsidy system 
was not rigidly applied to each confederating member, 
neither were the terms of settlement considered final. 

As new provinces entered and special provisions were made, 
other provinces approached the federal government demanding 
equal consideration. 

. The financial renegotiations between the two 
levels of government, as has been indicated, began shortly 
after the Act had been passed. Despite the reluctance on 
the part of the federal government to dish out increasing 
amounts of money to the provinces, political pressures 
resuited in the acknowledgement that regional differences 
would often lead to the reconsideration of the financial 
terms. Where possible, however, the federal government 
attempted to justify the increased funds in such a way so 
as to fend off any attempts by other provinces to receive 
Simi oss | specie L treatment." 

iin S) 3.9 FOr example) Lhe. Spporti omen mr ae 
debt between thé provinces of Quebec and Ontario was 
challenged by’ Quebec. Hoping to avoid a confrontation with 
Quebec, the central government assumed the total excess 
dpptze Glaaming that sh was correcting “an error of he Cone 
federation agreement," and was "restoring the harmony 
between the two provinces."® To appease the other provinces, 
the Dominion paid extra sums to them, save for Prince Edward 
Island who had received the special debt allowance rate o£ 
S50, per head that same year. 

The Province of PaReHelay throuonacontinuadl. 
pressure, managed to alter her financial arrangements a 

8. Wilfrid Bogleston and Cc. T. Kraft, Dominion—proyin- 
cial Subsidies and Grants, A Study Prepared for the Roya 


Commission on Seqiaronee roe neal Relations (Mimeograph; 
Ottawa: King's Printer, TAA Da a). 
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number of times, largely because of her obvious dependence 
on and insufficiency of federal funds. Thus, in the years 
1869, 1876, 1882, and 1885, the federal government provided 
increases in subsidies, a lands subsidy to compensate for 
theirslackeof -controltof thespublic’ domain”; and temporary 
grants. While other provinces also pleaded for special 
consideration, the federal government often refused to 
entertain these claims. 

As thesyears «went “by q theseprovincess, inivarying 
degrees, began to realize with increasing anxiety the 
"financial straitjacket" that Confederation had placed 
tiem in. <The pressing financial dirriculties of tne 
provinces tesulved in the favst Interprovancial Conrerence, 
HhetdwimelsG/, to discuss financial and otner, Constitutional 
questions concerning the federal system. The meeting was 
attended by the leaders and delegates from the provinces 
of Ontario, Quebec, Nova Scotia and Manitoba. Ontario, a 
PLovVince Le dtive.y well—ort, was less ancenedted «in the 
financial issue than in limiting the powers of “the federal 
Government SOrze Could not imterfere in the province s 
abiains. Waiise the federal government refused to recognize 
the legitimacy of that Conference, “the provinces continued 
to press for the amendments. Another Interprovincial 
Conference was convened in 1902; however it too met with 
no success. 

In 1906, a Dominion-Provincial Conference was 
called by Prime Minister Laurier to discuss the subsidy 
system. The federal government requested that any special 
claims be presented at that time. British Columbia 
immediately stepped forward, asking for the "appointment 
of a special commission to consider the claims of [that] 


province arising out of its geographical situation." 


ooo 


9, J. A. Maxwell, Federal Subsidies to the Provincial 
Governments in Canada, Harvard Economic Studies, Vol. LVI 
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Unwilling to cross with Premier McBride, yet fearful that 
the granting of the commission would lead to an outbreak 
of special claims, Laurier asked the Conference to decide 
PnNSMcCoursesof Faction: 


ihe confer encesacted’uponesSiriwiityidismpropesals= 
It declared that a commission was "inadvisable; " 
ond 1c expressed the opinion that, “in view of "the 
large area, geographical position and very excep- 
tional physical features of the province of British 
Columbia, it is the opinion of the conference that 
the said province should receive" an extra subsidy 
of $100,000 a year for ten years. 


British Columbia withdrew from the Conference in anger. 
The special grant, however, was included in the new subsidy 
arrangements which also provided: "(1) that the grants for 
the support of government should be approximately trebled; 
and (2) that the limit of population, on which 80 cents per 
capita subsidy was to be paid, should be raisea."t1 

Despite attempts by Laurier to ensure that these 
new financial terms would be considered more permanent 
than the original terms had been, the new settlement merely 
whetted the appetite of the provinces, and shortly there-— 
after, pleas emanated from British Columbia for better 
terms. Manitoba, upset at the generous settlement given 
Alberta and Saskatchewan, also pressed for better terms. 


The creation of Saskatchewan and Alberta in 1905 
settled the question of westward extension. It 
@iso raised.in an acute form the issue of the 
enlargement of Manitoba. .. . Why, [Roblin] 
asked, should these parvenu provinces be more than 
three times larger in size, wny should they have 
larger subsidies than the pioneer province of 

the West? 


In response, Manitoba's boundaries were extended northward 


(Cambridge: Harvard University Press, 1937), p. lll. 
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(along with those of Ontario and Quebec) to their present 
limits. Moreover, she received a new grant in lieu of land 
and a compensatory payment for the period from 1905 to i912 
when she had not received compensation. 

The federal government also acknowledged "special 
need" in the case of Prince Edward Island. A delegation 
had been sent to Ottawa to present the claims of the 
province which must be redressed -- the lack of adequate 
communication with the mainland, the lack of a public 
domain, and the inadequacy of federal spending in the 
province. An additional subsidy of $100,000 was announced. 

Asgmaysbespredictedyethe specaal Tattention" 
given to these three provinces, soon led other provinces 
to consider the time ripe for new demands on the federal 
government. 

An Inter-provincial Conference was called in 
1913, and) the “naked claim for better terms was put forward 
bluntly and without shame. It was assumed that the 
hedecaisgovernmenty OUGHE properly ‘totactBastalicolmectrormof 


wee While the pro- 


revenue for the provincial governments. 
posals*were not accepted at that time by the federal govern-— 
ment, sas the 1907 xesolutirons: had just’ been in efrect. for 
Six years; SirwRobert Borden stated thatthe federal gov- 
ernment ought to discuss the revision of the subsidies on 
a regular basis. 

World War I and the heavy federal expenditures 
halted any further demands on the federal treasury for a 
few years; however, the Maritime provinces were particularly 
adamanteabout reviving thevissue tn theml9Z0%ss ike 
settlement in 1912 which had extended the boundaries of 
the provinces of Manitoba, Ontario and Quebec, irked the 


maritimes. They had, they argued, contributed to the 


tje Maxwell, sOp. cit... a4. 
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purchase of the West. With the transfer of the domain to 
the provinces, the maritimes felt that they were justified 
in demanding monetary compensation./4 Moreover, punliice 
many other parts of Canada which had been expanding tremen- 
dously in their economic development, the maritimes were 
continually suffering from economic stagnation. Increas- 
ingly, pressures were exerted on the federal government 

to redress some of these grievances. 

The use of Royal commissions to study and make 
recommendations on regional claims began early in Canadian 
history. Chiefly, they were set up by the federal govern- 
ment to provide a means of showing concern for the regional 
feelings (of, ,anequity, without really promising«to do any— 
thingwabous mute In slo le her or vexampleyesSiGeRepere Borden 
announced a Royal commission to study the claims of British 
Columbia’ —It never got off “the ground because war broke 
out before all the members had been chosen. [In 1926, 

Prime Minister King, in response to Maritime unrest, 
established a Royal commission to examine Maritime Claims. 
The Duncan Commission supported the justness of these 


regional grievances and recommended a great increase in 


14. Interestingly enough, while the Maritime claims for 
compensation with regard to the 1912 boundary readjustments 
were supposedly settled with the appointment of the Duncan 
Conmuiss1on, the issue’ was. raised “in “1956 by “Mri. -A” 
MacLean (Queen's) in the House of Commons: "Recently a 
proposal was made at the inter-provincial conference with 
regard to the necessity of reviewing the question of sub- 
Sidies LCOvene anaw@itimes in -lieu .oft nontheryn bands). 3... 

[If] the proposal were followed. . . there would be a 
considerable increase." He went on to note the "great 
natunal wealth" of the northern lands given to the provinces 
Of Ontario, Quebec, and Manitoba, “It as the riches: of 
these northern areas that are now keeping the cash registers 
Of thesindustrial centres of Ontario and Quebec ringing.” 

He added further: "Most maritimers take the attitude that 
the larger provinces and the dominion as such believe in 

the principle of share and share alike. The only catch is 
that when the shares are being dealt out, maritimers feel 
the assets go to the larger provinces and the liabilities 

go to the maritimes." Canada, House of Commons, Debates, 


22nd Parliament, Third Session, 0 a er eet GBS I Apr it 2 2G, 
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the subsidies as well as a special freight rate provision 
for the provinces. This Commission indicated the respon- 
Sibility of the federal government to provide a reasonable 
balance among the regions of Canada. 


It is not possible in such an undertaking as the 
making of Canada, with its geographical and physical 
conditions, and its variety of settlement and 
development, to maintain always an accurate bal- 
ance, apportioning to every section of this exten- 
Sive country the exact quality of benefit and 
quantity of advantage which would be theoretically 
and justly desirable. But reasonable balance is 
within accomplishment if there be periodic stock- 
taking. We venture to regard the present 

eccasion as such a period of stocktaking. 2. 
THesOucsStanding tact, it Seems to us, 1S. that 

the Maritime Provinces have not prospered and 
eeveloped,” eitherisinwpopusation won injcommercial, 
industrial and rural enterprise, as fully as 

other portions of Canada.1l 


When the question of Maritime claims was raised 
at the Dominion-Provincial Conference of 1927, the Prairie 
provinces supported these claims and in return, received 
Support for their contention that they continue to receive 
the subsidy in lieu. of lands when the natural resources 
were transferred to the provinces. While the Maritimes 
appreciated the findings of the Duncan Commission, they 
were not satisfied with its limited scope of inquiry. 
Accordingly, Nova Scotia, in 1934, set up its own Royal 
commission to inquire into the economic position of the 
Province in Confederation. The Jones Report concentrated 
on the harmful effects of Dominion policies in the area of 
economic development. In their study, the commissioners 


noted the forces which led to the disparate growth in the 


ppe28727-2873-and"2a75. 


15. Canada, Report of the Royal Commission on Maritime 
@laime=(Octawa: King sePrinter, 1937), p. 9° Hereafter 


cited as the Duncan Report. 
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various areas of Canada. Transportation was a chief factor, 
but it was by no means the only one explaining Canada's 
uneven economic development. "Given adequate transport, 

the location of industries is determined by the interplay 

of three factors -- raw materials, power, and the aes ee 
They examined the tariff policies of the Dominion and the 
natural advantages of the central provinces in economic 
development.” They believed that Ehe position of Nova Scotia 
was not inevitable, and that the federal government could 
redress the situation. The factors leading to the disparate 
POs ELengof tthesProvincelwere:) (1) -tariust soo licys (2) 
ERFansporeation policy; and (3)) "highly centralized and 
standardized industries operating under the protection of 
thesiur st two."t/ Becavse pthesee? edemal polrcves iad 
resulted in economic stagnation of the maritime province 
and had aided the development of the central provinces, 
EhesJyones Gommissi1on fangued (Ehatalhe Dominion jqovernmenr 
hedgarnesponsibTinty, «an obligation so; provadesrunds on 
the basis of meed to the various provincial governments. 
In order to provide an adequate standard of living in Nova 
Scotia withoutlresorting to <cuntain tax, burdens; the;pro-— 
vinee needed federal assistance.+% 

The use of Royal commissions had become in vogue 
dumingsthe twenties and thirtves sand three mone Royal 
commissions were established to assess the claims of the 
governments of Alberta, Saskatchewan, and Manitoba for 
compensation for the period that the federal government 
hadecontroleofetheir public-domain aeeMoreover British 
Columbia had shown a great interest in the possible trans- 


fer of resources to the prairies, and had approached the 


16. Nova Scotia, Report of the Royal Commission: Pro- 


vincial Economic Inquiry (Halifax: King's Printer, 1934), 
p. 37. Hereafter cited as the Jones Report. 
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federal government on a similar matter. As previously 

mentioned, British Columbia had transferred a belt of land 
to the federal + government in ‘return for Sl00/000Mper “year. 
Now, they wished the lands returned to provincial control. 


The federal government, after it had given con- 
cessions to the Maritimes and was preparing to 
give them to the prairie provinces, could hardly 


meruse Consideration cto British Columptan slo loe7 
a royal commission of one member, Mr. W. M. Martin 
- - »- WaS appointed to consider whether the railway 


belt and the Peace River Block should be reconveyed 
EOuBE Cisne Columbia. 


While British Columbia subsequently received both her lands 
and the continuation of her subsidy, she again approached 
the federal government, in 19345 )'The province was still 
large in area and mountainous in topography; it professed 
to pay a disproportionately large amount in taxes to the 
federal treasury and to receive a disproportionately small 
amount as subsidies."~° As the federal government was 
conceding points to the maritimes, the federal government 
felt obligated to accede to the western province. An 
interim grant?-to British Columbia sof 5750; 000 wac 
announced. 

By wtehesmid-thirties, .che yeederal government had 
fOunadueiese) teihea pOSttLoOn Of abeing forced Co continually. 
Mveulmuto Leqional pressures for specials grantssin con 
eideratton.Of particular concerns, wilh ino, guarantee thar 
the process would ever be arrested. The heterogeneity of 
the provinces made it inevitable that there would be dif- 
ferences. If the federal government was to continually 
make allowances for these special concerns, the horizons 
weremlimitless, ® The federal ‘treasury was enot.” The con- 


cessions were ad hoc arrangements with no purpose in mind 
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other than satisfying one region after another as their 
financial conditions proved unbearable. 

The federal government's subsidy system was 
forced to expand radically due to the deepening economic 
CriStorau tito tine. 


The nature and course of the depression in Canada 
‘inevitably involved large inter-regional and inter- 
governmental transfers of income by the Federal 
Government. Tnese transfers took several forms -- 
assistance to a few severely depressed industries, 
assistance to all provincial governments to help 

in financing costs of relief, and special assis- 
tance to the most hard-pressed provincial govern- 
ments to prevent defaults of debt and enable con- 
tinuation of essential services.2l 


The division of powers in the British North America Act 
and subsequent judicial interpretation had thrust the re- 
sponsibility for social services (including unemployment 
relief) on the provincial and municipal governments. 
Their restricted taxing powers had not been able to match 
the rapidly rising expenditures in attempting to cope with 
Che oepression. The provinces were forced to spend vase 
sums of money in relief programmes, and the debts in all 
provinces became more and more burdensome as time wore on. 
While this was true of all provincial governments, 
the burden of the depression fell more heavily on some 
areas than on others. The prairies, as an export region, 
was hardest hit, with Saskatchewan receiving the brunt of 
the depression. 


If the repercussions upon other sections of the 
Dominion were widespread and severe, the con- 
ditions in Saskatchewan were nothing short of 
disastrous. Economically this area was the 
most vulnerable in Canada. No other province 
was so completely dependent upon the fluctua- 
tions in the export market. Nowhere was pro- 
duction so dependent upon the vagaries of the 
climate.22 


21. Rowell~SiroisReport,..I, p- 160. 2a LOLs, p.1G0. 
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The regional impact was aggravated by the 
imbalance in tax capacity of various areas under their 


taxing powers. 


The Canadian economy is made up of a number of 
diverse and highly specialized areas. Partly as 

a result of the specialized character of the 
resources and industries of the individual regions, 
and partly as a result of national policies, these 
regions are closely related and integrated and 
are, to an important extent, dependent on each 
other. But although these regions may be econo- 
mically complementary, and the existence of each 
vital to the welfare of others, it does not follow 
Enact Rehewincomesresulbingatromrtherreqoint Elon’ 
PSs reo1Onal ly cdistribuced., Onsthe contrary, 1b 

is a distinguishing feature of the Canadian 
EGONOny eg... 1chatena very elargesproportion of 

the surplus -- and taxable -- income of the 
country is conesntrated in a few specially 
favoured areas.“? 


Thus, the effect of the depression could be analyzed-on 
a regional basis. "The harder any particular area is hit, 
ana cee More imnovertsied 4 °si people, Tie scredLler are tic 
burdens which that area must carry."74 Since some provin- 
ces were hit harder than others, some regions found they 
could not provide the minimal level of “essential” services, 
such as education, health, and welfare. 

The lack of leadership on the part of the federal 
government and the inability of any government to provide 
a rational method for dealing with the situation further 
exacerbated the situation. 


[There] was no co-ordinated or carefully planned 
relief policies in Canada during the depression. 
It was a policy of expediency which failed either 
to promote maximum welfare under the circumstances 
or to safeguard the financial position of the 
various governments. The Dominion, from whom 
alone leadership could have come, was mainly con- 
cerned with steering a day-to-day course between 
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Insisting. on. the constitutional responsibility of 
the provinces, and the necessity of preventing 
widespread starvation. 


The provinces lacked the financial resources to develop 
adequate policies, whereas the federal government lacked 
the wurasdictionstor Che administration of relier, Thus 
neither level could provide the co-ordination needed to 
deal effectively with the depression. 

The growing pressures on all government arising 
from the inability to deal with the depression led, in 
1937, tor tne setting up of the Roval Commission on. Dominion— 
Provincial Relations. The necessity of examining the whole 
area of federal-provincial relations is reflected in the 
Commission's broad terms of reference. 


Thewoperabive, Clauses of the Order ®anecouncil 
instructed the Commission to make "a reexamination 
Of the economic and Tinancial basis of Contedera— 
tion and of the distribution of legislative powers 
in the light of the economic and social develop- 
ments of the last seventy years. 


With this momentous task before them, the Commissioners 
began an exhaustive study of the history of federal-pro- 
vincial relations, and from their findings, made recom- 
mendations designed to assure the viability of both levers 
of government in light of the changing conditions facing 
the nation. 

The Commissioners' concept of federalism had a 
great influence on their recommendations. While they felt 
that federalism had its characteristic diseanjosrdaaee the 


Commissioners believed that federalism was the political 


25 ROwe l-Sirole Report,” Ie pp. LiY2=7 Se 

2ope oC Se oCel ad SO eChe Spee 1c eLermnsnOn 
reLerence, pp... 9-10. 

27. The two they cited were: (1) rigidity and inelas- 


ticity in the division of powers, and (2) lack of the 
means of co-operation between autonomous governments in 


matters of common interest. Rowell-Sirois Report, II, 
Daa OG. 
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systememostrsuited "to Canada: 


Aypopulation of ‘common origin and traditions, 
deeply habituated to think alike on fundamental 
issues, may be readily able to maintain the agree- 
menbenecessary .for collective actionVartecting 
the whole range of community life. Canada lacks 
that Nomoqenesty and this, in turn,.limats the 
extent of collective endeavour which can be 
effectively organized under Dominion control. 

Tie) ue why Canada is a federal state and 
must remain so- 


They believed that the success of the Canadian federation 
vested -onecne Capacity of both «levels ob government to 
effectively finance their respective levels*of jurisdiction. 
Provincial autonomy, therefore, did not rest on the inviola- 
Debrty fos schewtdivision of powers as set out an the British 
North America Act, but rather on the balancing of expendi- 
Cures and erevenves. glu Gesteqd. on tne spr Owiston efor 
financial security, which would allow the provinces to 
deal with their particularisms as they deemed necessary.-” 
Aware of the tendency among countries all over 
the world to yesort to increasing centralization when 
attempting to promote some uniformity and harmony in the 
administration “of “programmes, the Commissioners surged’ co= 
operation in the interests of maintaining provincial 
autonomy. 


Lieso far “astmat ters requiring uniformity “of treat— 
ment,. 0% concerted action can be dealt with by co- 
operation among provinces, or between the Dominion 
and «the provinces) "the ‘case "for additional -central— 
igatiOnscoupLomove efliiciency or uniformity will not 
AuSe. 


While the Commissioners supported uniformity through co- 


operation, they cautioned that any attempt to provide 


28-"Rowell=Sirois Report, I, p. 97. 
29.) ROWeLll=Sirois Report, 11, p. 13. 
Ei Matha aerate, 


38 


¥ _ 
: 


nt: —e diana wll Is) 


ee seamed avop an" elayeh 1 a Gia iia Print 


qibt SEBEL, Vy, 2iges! -ib4 apna" sh aa: oan (fondsguite 
e1eRas SO He feos sete hat fostetens ‘Grecies nb Aas 
deishat alt al 206. 396.66 ack od ware ius: ‘one Je qoelid 
~ebeingere, ie: Bij one heal GPL) 16 niaels a? (da Anahi nan ae 
ere mek Shae, WS ‘no hasges 3 #3 Reaves bas ena 

pl enems ating etd ast Te 8 Say ASti@ | gasxogee Seamed 


= yisgeadas | Saab ert? be. Hijet se i BLSoag, ahah chal. faab 


machi Lae <2 eage9 eked 2 satan ai! ic, taVA, 
* eenghe ier seL eave agaend ety aeue ea Bisow 
Téi ey wt ye: 


i reo 
jos se tama per _ 


_ a 
~-¥ ; 


national schemes in the general area of social services 
(and presumably other areas of provincial jurisdiction as 
well), would be virtually impossible due to regional 
differences. Thus, while the provinces must be in the 
financial position to provide a minimum standard of 
services, they must also be free to respond to their par- 
ticular needs “in setting! up these services.>+ 

The Commission was very much aware of the viabil- 
ity Pofmthe concept of regionalismoin the Canadiansfederal 
system. And, while in principle they supported the concept 
as being basic to the federal system, the growing evidence 
of disparities between the regions in Canada was of great 
concern to them, 


Regionalism reflected differences in interests and 
opportunities which became quite pronounced in dif- 
ferent partsPoL Canadas) The®various yregions thad 
always differed in resources and geographical advan- 
tages. These promoted economic specialization and 
made for disparities in the fortunes of separate 
areas. 


Concerned with the evidence of frustration and the feelings 
of injustice arising from these disparities, the Commis- 
Sioners emphasized the federal government's obligation to 
ameliorate these feelings, which threatened to undermine 
the sense of national unity so important to the mainten- 
ance of the federal system. This responsibility was even 
more pronounced due to the negative effects that the 
navionalvipoliczessoftenshadtion various regionse The 
national policies [of tariff and transportation]. 

played continuously on the regional disparities, sometimes 


Gos 


counteracting, but often exaggerating, them.' As a 


result, the recommendations presented by the Commission 


31. Rowell-Sirois Report, IT, p. 127. 


32. Rowell-Sirois Report, I, p. 113. 
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centred around the changes necessary not only to ensure 

the viability of both the federal and provincial govern- 
ments, but also to reduce the imbalance between the regions 
Opaene Counc, 

The Commission's attempts to ensure the preserva- 
tion of the federal system rested on the maintenance of the 
possibly conflicting principles of provincial autonomy and 
the enhancement of national unity. Regional disparities 
in terms of economic growth and incomes had a negative 
er eee e sO .OOL) On stnese tactors. NACIONAL Unity would be. en— 
dangered 


- - » if the citizens of distressed provinces come 
to feel that their interests are completely dis- 
regarded by their more prosperous neighbours, and 
that those who have been their full partners in 
better times now tell them they must get along as 
Bestar nev scan stele ERIS: inferior educational and 
Social Services, 


A minimum standard of the so-called "essential" services 
had to be provided across Canada, even though they were to 
TeMmdin Under provincial jwrisdiction. In order to provide 
the funds necessary to all provincial governments to supply 
these services, the Dominion would be responsible for re- 
distributing, to some degree, the wealth of the nation. 

Apart from the Commission's concerns for provin- 
cial autonomy, they were also to deal with the reallocation 
Olerespoucibiiietes, if ney enougnu Le necessary. The 
expansion of certain responsibilities to the point where 
only the Dominion seemed capable of handling them, resulted 
in the proposals containing a few fundamental changes. 


[We] shall have to recommend that certain functions 
now under the jurisdiction of the provinces should 
be allocated to the Dominion. on grounds of the need 
for uUniformiucy throughout Canada, or sor theseconomy 
Incidental toy UniLied administratzon, Om Cf the 


34. Rowell-Sirois Report, II, p. 79. 
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unequal financial ability of the provinces to 
perform them. 3° 


Thus, after elaborate study and rational justifications 
for their recommendations, they proceeded to present two 
plans of action designed to revamp the federal-provincial 
fainancral relationship in Canada: 

While two plans were drawn up for the perusal of 
the federal government, the Commission emphasized that the 
first one was the most effective. The objectives outlined 
by the preceding analysis would be met by the Dominion 
assuming jurisdiction over the relief of “unemployed employ- 
ables" and provincial debts. These measures were designed 
not only to provide for the effective handling of the 
unemployment relief programme, but also to reduce the 
heavy, financial burdens of the provinces. In order to 
provide the federal government with the financial means to 
assume these responsibilities, the federal government 
wouldabecones themsole awthoriey Stor tax, in Ene areds of 
personal and Corporate ancome taxes, and Succession duties. 
Thisestep wouldsalso provide ta means for the nedistribution 
Of wealth trom wealthier (6o (p00ner -arcas, sas, proposed by 
the Commission. Finally, to ensure that all provinces had 
the capability to "provide adequate social, educational 
and developmental services," “without resort to heavier 
taxation than the Canadian average," the federal govern- 
ment would provide an annual National Adjustment Grant to 
those provinces whose projected expenditures for essential 
services would exceed their provincial revenues, set at 
the inatvuonal averase..” Table II-3 shows the application 
of the National Adjustment Grant to the provinces accord=- 


ing to the Commission's calculations. 
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Taplemi t= 3) 
Application of the National Adjustment Grant 


(Calculated by the Rowell-Sirois Commission) 


Nationals 
. Adjustment 
PEOV 1iIce Grane 

Prince Edward Island S$ T3507 000 
Nova Scotia 800,000 
New Brunswick SOU, 000 
Quebec 8,000,000 
Ontario --- 
Manitoba Vga iB) Opag ej OVS) 
Saskatchewan* Sry ou, OCU 
Alberta --— 


Belts Columbia oe 


* Saskatchewan, the province most severely afrected by the 
Depression, was also to receive an emergency grant of 
S47, OC GROOG wi neato e prance 98578 and tA, 000 7000 mnt 1939 with 
the provision that it would be subject to annual review 
and would disappear with the return of normalcy. The 
yeas fand, the jgrant were calculated as illustrations only 
Dy tie Commissioners. Rowell-Sirors sReport, t1,. p. 102. 


SOuncCe = Rowelal—Sir o1smRepor Cal Ly ppd 708% 


With the Report of the Royal Commission tabled in 
Parliament in 1940, the provinces and the Dominion pro- 
ceeded to examine its recommendations in light of the 
6fLeccs Cie proposals would have on Gacly Governmenu. ALter 
an inspection of the plan, Prime Minister Mackenzie King 
WrOovce CO the Premiers anviting them to discuss the imple— 
mentation of the Report at a Federal-Provincial Conference 
inevoanleary ou, Loal. 


ITt.is theaview of the government, that adoption of 
the Commission's recommendations is necessary to 
Bu OUT) Gouncryain apositaon, to (pursue agnol mcy. 
which will achieve the maximum war effort and, at 
the same time, to lay a sound foundation for post- 
war reconstruction. For these reasons, we should 
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like to avail ourselves of the earliest oppor- 
tunity to place our views before the Provinces, 
and to discuss with them the recommendations 
of the Commission. 


As one may have predicted, the governments split on their 
receptivity of the Report, depending on whether or not they 
felt they garned*or Losto™ Phe replies to “the -Pprime 
Minrscer ss Vetter were an ominous precursor to the tone of 
the meeting. 

Asvcan besseen trom Table -Il-3, six provinces 
were to receive the National Adjustment Grants, and three 
werermnot. sihesthree notebencnit ting ssrcomethese juncondi— 
tional grants were British Columbia, Alberta, and Ontario. 
The Letters sinyeesponse.=to Kings invitation tanged in 
tone “trom *delight to -non=-committance;, to*hostility. As 
examples, note the following statements: (From Premier 
Patterson of Saskatchewan): 


Pebpegstoracknowledge your letter sof the s2znd and 

MaVviseasSsuseeyouptaat #lLeamaveryvaqueatly pleased.to 
learn that your government intends to take early 
aGLIOn, With respect, to therreport.” 2 1. -: 


(From Premier Aberhart of Alberta): 


VOURMeLtLer Ore November, 2ndireached meyyvyesterday 
and 1 nave noved= i ts@cOontcents very Careruriy. 


(From Premier Hepburn of Ontario): 


i was hopeful that a discussion of this problem 
eould be. delayed until after the war.so, that 
there could be no possibility of any contro- 
versial issue arising which might impair national 
UWhibveand thie,ctrectivesprosecutzonio&l Che wax. 


The Dominion-Provincial Conference convened on 


January 14, 1941, and it became apparent that, while all 


37. W. L. Mackenzie King, Prime Minister of Canada, 
"Copy.oL Letter Sent by the Prime Minister, November 2, 
19420. in Dominiton—Provinctal Conterence, Tuesday, January 
i4,, 1941 and Wednesday, January 15, 1941 (Ottawa: King's 
Printer, 10a) y= pee Vig 

a8ue'Copyeos Letters Sent by the Premiers of the Nine 
Provinces of Canada in Reply to the Prime Minister,” ibid., 
pp. ixX=x. 
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the provinces iwere;, interested mintdiscussing: methods of 
ameliorating the problems of federal-provincial financial 
relations, it was by no means unanimous that these talks 
be based on the Rowell-Sirois Report. The federal govern- 
ment had set up the agenda with the purpose of discussing 
the recommendations and making any necessary changes to 
SCCURC gagueemen cr. 


We readily recognize that the recommendations on 
all subjects may not be immediately acceptable. 
They must be considered on their merits in re- 
lation to the obligations of the provinces as 
wellsas those Of the, dominion. 

if we do*not approach the conrerence with 
our minds closed, much less has the federal 
Government any Choughnt of Erying=§ co. ampose the 
recommendations upon the provinces. It is one 
Ching nOwever, SCO scl y -CLOoLCena SOLULaIoO, 
ana Quite another tO do Our Witmost to fina one: 
What we seek is the largest possibie measure of 
common agreement to enable the federal and pro- 
vincial governments so to cooperate as to make 
SOULS Canddial, system work with less fractaon and 
Greater scr iiciency, Lor ene benefit Of Lhe people 
Or Canada in all che provinces. 


Recognition on’the part of the Dominion government that 

Che recommendattons would =not be acceptable=in Loco to all 
provinces was confirmed by the opening addresses of the 
premiers. While the provinces of Quebec, Nova Scotia, 

New Brunswick and Prince Edward Island were not prepared 

to accept the implementation of the recommendations with- 
out some revision, they were eager to negotiate with the 
aim of achieving a satisfactory compromise based on the 
Report. Manitoba and Saskatchewan pressed for the adoption 
of the recommendations without, it seems, being concerned 
about any basic changes to them. Thus, six of the provinces 
indieated a willingness to continue the meetings as the 


federal government had intended. 


39. Mackenzie King, "Opening Address by the Prime 
jaligianejuey= ia asl SDS El esW6 raph elma 
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Such was not the case with regard to the remain- 
ing three provinces. Premier Hepburn, who had unsuccess- 
fully attempted to delay’ the’ conference until after the 
War, Was Che first co attack the report. 


fim belhevel@enatimt “didtajnublie servacetini calling 
actentionlto Wheractyof throwing: inte the arena 
‘of discussion a highly contentious document at a 
time when people who love the Empire and all it 
stands for are concerned with one thing, and one 
thing alone -- the successful prosecution of a 
ViNGEOr VOUS@ war .e 28% 


e e e e e . e o e e ° e e e e e e e e 


bets Usequaraecarcent ly) for teareas sim? lar 
frankenstein [propaganda by a "centrally-controlled 
DOWEEME does Not. appear in -OuUrtmiLdasex® ~ in; the first 
flush of public reaction the propaganda machine 
made it appear that to implement this document 
would make the provinces richer and, at the same 
time, make the dominion richer by the simple 
process of transferring debts and revenues to 
the central government. 

Inasmuch as there are’:only two parties to 
Enews deal wocurely sonesneed only to nave an elementary 
Knowledge of Economics to appreciate the fact that 
both  cannot—-win. 


In other words, Ontario was afraid that the recommendations 
would make the provinces poorer, and was especially con- 
cerned that she herself would suffer. 

British Columbia,, too, Opposed the report. 


Each, Gbpv@tie: [taveseconomics and social] units as 
distinctive, and there is nothing to be gained 

and much to be lost in attempting to bring them 

to a common level. Everyone desires to see 
Canada’strong and united, but this object cannot 
be achieved by way of a mechanization to estab- 
lish a general Canadian average. The tendency 

of the. course recommended by the. commission 

would be to lower the general standard of develop- 
Mienburether sthaneto naisemt 71 


Z0GUMicehellPrS Hepburn, = Premier ofr Ontario, “For the 
Provence Of -Oncanio; eibids ;spps 0=i27 


Ziel De Pabtulsto, Premier Of British Columbia, "ror 
LNnew PROVENCE OL BEd she Cound,”  vbedeepp.. sG—59-¢ 
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And Alberta's, premier, William Aberhart colourfully 
stated: 


Te recs atiitele bit like: therold tady who 
had=heryrirstvoperation. “The folks gathered 
around her and said, "How did you feel when 
you went under the anaesthetic?" She said: 
eT Lele juscewonderfuly, “beautiruly “Every 
problem in the world seemed to depart from 
me; everything was solved for me all at once. 

I floated up, as it were beyond the clouds, 
and I thought I was in heaven. And then I 
opened my eyes a little bit and i saw the 
doctor, and I knew I could not be in heaven." 

As I listened to the arguments this after- 
noon it appeared to me that only one thing was 
necessary to solve our problems completely and 
make them pass out of existence, but when I 
open my eyes and look straight at those prob— 
Vens@lmemnae chat =lieyecannOocebe solv edsineenis 
way.42 


Whether for or against the recommendations, all the govern- 
ments based their arguments on national unity and the 
successful.prosecution of the war effort. The first day 

of the meeting ended, and the governments met to attempt 
Eosedraw up.-a+planyofsaction. Theo attempt sefailed. The 
Bederal Minascen,or Justice, Ernest. Lapointe announced: 


S1xX premiers were in favour of appointing committees 
for, the puspose. or Considering ance discussing che 
recommendations of the Rowell-Sirois report, what- 
ever their final sactitudermigqnt be as to che adop- 
tion of the recommendations. Three premiers 

declared that they would refuse to sit on committees 
for the purpose of considering and discussing matters 
predicated upon the Rowell-Sirois report, as they 
Were Opposed to it on principle. So no committee 

was recommended to be appointed. 


° e e e e e e oe ° e e e e e e e e e e e e 


Home Mra. (PATTIULO:* [eons tne regard to thexdiscussi on 
of our meeting this morning, I may say that the 
DLENLers Of Ontario and Alberta and myselr are 
opposed to the formation of any conference commit-— 
tees based upon the report... . 

Hon. Mr. ABERHART: But that does not mean that we 


42. William Aberhart, Premier of Alberta, "For the 
Prevance-ol: Alberta; abid.y ps. O55 
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are not ready to discuss the whole case in its 
widest aspects, and all the problems that we have 
as between the dominion and the provinces.43 


The conference ended, the Rowell=Sirois Report and its 
comprehensive plan had proven unacceptable to certain of 
Cthevprovinees;ehardiy a surprising conclusion, tgivensthe 
regional nature of the nation, a fact which the Commission 
Leself had recognized. The important point is not the 
disagreement among the provinces but that the cleavage 
between those supporting and rejecting the Report rested 
onetheygallocationsobethe Mationad ladjusrmentmgnantsea ithe 
wealthier provinces, not receiving these grants, refused 
“toedeceptpthie recommendatrons#asnenesbastswierea new 
financial scheme. It appeared that for any kind of reso- 
lution of the dilemmas of the financial system, some 
altennatexkapproaches (were necessary. Consideration had 

to be taken to find a means of reconciling the needs of 
the poor provinces and the demands of the wealthy provinces. 
From 1941 to today, these cross-currents have affected 
federal-provincial financial relations and is the subject 


Onpmthegmextichapcrer. 


aoe "Report oO Proceedings, wanualry Loy J9ea, Load. 
pp. 69-70. 
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CHAPTER LL 


FEDERAL-PROVINCIAL FINANCIAL ARRANGEMENTS, 1941-1973 


Beginning with the 1941 Dominion-Provincial 
Conference, the federal and provincial governments have 
met regularly to negotiate financial arrangements designed 
to satisfy, as much as possible, the increasing revenue 
needs of both levels. Discussions have revolved around 
the taxing authority; the federal government having the 
unlimited power to tax, the provinces having the power of 
diseetycaxationyeaihighlyselestierandslucrativestaxsrield. 
The Dominion government, having assumed the responsibility 
fOEecnsurang national economic growth andastability, fedt 
iti necessary tOncontrol this tax area, since it. provided 
them with a powerful fiscal tool in carrying out this 
Punceron.. it, however, =the: Eederaly government. was. to 
ashbumeea GoOMminantapositionsin Ene directstaxe@tield already 
becupied by thesprovances, it*wasenecessary £o givesthe 
provancesesome sont yor compensation. | 

Basicaldy,. then; therediscussions between, the, two 
levels of government have focussed on the amount of money 
the provinces would or should derive from what have been 
called the three "Standard taxes" of personal and corporate 
income taxes and succession duties. The initial arrange- 
ment was the Wartime Tax Agreement of 1942. This has been 
followed by successive five-year agreements to the present 
day. 

In many respects, the agreements to 1957, a 
period which encompassed the Wartime Tax Agreements and 


the tax rental agreements, parallel the negotiations found 


(48) 
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at Confederation and those which followed in its wake. 

One finds that different “options" were presented by the 
federal government, designed to maximize the revenues 
available to the individual provinces but within fixed 
aggregate financial limits. At the same time, one finds 
the federal government negotiating unilaterally with 
individual provincial governments, which is reminiscent of 
the discussions surrounding the terms of entry of British 
Columbia, Prince Edward Island and Newfoundland. It is 
clear that each province was anxious to secure as much 
revenue as possible from the central government. The 
particular circumstances of each region, however, resulted 
in the need to adopt different methods to achieve arrange- 
ments satisfactory to each province and yet leave no prov- 
ince with the feeling that it had not been treated fairly. 
Other than the various joptions offered by the federal 
government, 1c 1S difficult to isolate: any concrete policy 
deéstonedGtoveliminatbesregional disparities. Clearly, the 
philosophy of the Rowell-Sirois Commission in recommending 
National Adjustment Grants based on fiscal need was not 
£oisLowed. “-Lt- had "become evident that the positions of the 
wealthy, as well as the poor, provinces would have to be 
considered. What were some of the options and how did they 
abtect the individual provinces? 

With the rejection of the Rowell-Sirois recom- 
mendations, the federal government had warned the 1941 
Conference that it would be forced to control personal and 
Gobperation income, taxes for the duration of the war. The 
provinces agreed to this temporary measure, provided that 
they were adequately compensated. Given the heterogeneous 
nature of the provinces, the federal government found it 


necessary to draft two options. The first option, adopted 


1. J. A. Maxwell, Recent Developments in Dominion- 


Provincial Relations in Canada (New York: National Bureau 
Of Economic Research, Inc., 1948), p. ll. 
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Table III-1 


Dominion~Provincial Tax Agreement, 1942: Calculation 
of Basic Payment Under the Two Options. Based on the 
Nearest Fiscal Year ended December 31, 1940. 


(S000) 

Province Tax Option® Debt Option? 
pe Sayik A 2502 265 
Neo. Oe Ppp ENS 
Nabe 2,450 SPE!) 
Que. 20,586 Ny OW 
Orne 28,964 9,428 
Man. Sy NYS 377 4 
Sask. 2023 4,330 
Alta. 4,081 Paredes) 
Bac: 12,048 ewe Ole 


a. Provincial and municipal revenues from suspended 
eaxes 

b. Debt service charges: interest on gross debts 
excluding Cebentures, discount, amortization and Sinking 
fund or debt retirement; less interest receipts, less 
succession duty receipts. 


pource: “Table 4, "A. Milton “Moore, Ul Harvey “Perry and 


Donalintemwsneach, The Financing of \Canadvan Federation: 
The First Hundred Years (Toronto: Canadian Tax Foundation, 
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by Saskatchewan and the Maritimes, was related to the 
debts which these provinces had accumulated during the 
Depression. The second option, adopted by the remainder 
Ofethe provinces, was based on the revenue yields oF the 
relinquished tax fields in the fiscal year ended 1940. Table 
TIT-I Shows the application cf the two alternatives, the 
more beneficial of which was to be the basic rental payment 
to the provinces under the agreement. 

Since the tax agreement was to replace existing 
special subsidies for the duration of the war, special 
Consideration had to be given to certain provinces. Thus, 


the federal government also proposed "a subsidy based on 
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fiscali need 1fa~need_could, be shown." Table III-2 shows 
the effect of the Wartime Tax Agreements on the provinces. 

From the Table, one must note the recognation of 
differences between the provinces with regard to the agree- 
ments. While special grants were to be discontinued as a 
result of the scheme, the Maritimes were assured that 
theirs would be reinstated after the expiration of the 
Act. In the cases of Manitoba, Saskatchewan and British 
Columbia, no such guarantee was given. Recognizing, 
however, the relative disparity between Manitoba and Sas- 
katchewan on the one hand, and British Columbia on the 
other, the two former provinces were to receive additional 
subsidies for the period covered by the tax agreements. 
The fiscal need subsidy was only granted to the Atlantic 
provinces. 

the assurance by the Minister or Finance that 
the Wartime Tax Agreement would be a temporary one, and 
that the federal government would withdraw from the direct 
Eaxecietds one year after the war ended, jproved to be an 
empty promise. 


No great perspicacity was required. . . to foresee 
that the forces that made for federal occupancy 
during the war would not be spent after the war7 
that etaxpayers might wish to retain the luxury 

of one law and one return, and that those provin- 
cial governments which received more by way of 
subsidies; than from provineial collections might 
DLeler EC conuinue the agreements. 


The war, which had resulted in the general acceptance of 
federal control of the direct tax fields was replaced in 
the post-war period by the fear that unless the federal 
government retained control of these tax sources, it would 
not be able to deal with future emergency situations. Of 


particular concern was the possibility of another depression 
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following the conflict. The central government, with the 
end of the war in’sight, began to draw up a series of pro- 
posals to present to the provincial governments. The con- 
flict between the federal and provincial governments over 
the lucrative direct tax area was to start anew. 

The Conference on Reconstruction was convened in 
Ottawa in August of 1945. The recognition of provincial 
and, by inference, regional differences of the federation 
was made clear at the outset by Prime Minister Mackenzie 
King: 


My colleagues and I have, as is our duty, given 
first consideration to what we believe to be in the 
interests of Canada as a whole. But we have sought 
always'to keep an mind the™paramount,fact that 
Canada is a federal state in which each of the 
provinces has its own special characteristics and 
special problems. The Dominion's proposals have 
been so framed that provincial and national govern- 
ments alike would be strengthened in their capacity 
to. perform theixn appropriate functions.4 


The financial proposals were, in effect, a move 
One thespdrteolathe Eederal government to rent therdirecre tax 
fields from the provincial governments for a number of years, 
presumably after which the terms would be renegotiated and 
renewed. The reluctance of the provinces to relinquish the 
direct tax fields altogether, as expressed in 1941, had 
F@stilecdsitechiis Deing thie only ,accepcable alternacive.. Ine 
compensatory payment proposed in return for the rental of 
the tax fields, was a minimum annual subsidy of $12 per 
head based on the provinces' populations as determined by the 
1941 census. It was to be automatically increased as the 


per capita gross national product increased.> By linking 


4. Dominion-Provincial Conference, 1945: Dominion and 
Provincial Submissions and Plenary Conference Discussions 
(OGtawa- Kingte Printer, L946)5 p> 1. 

5. A. Milton Moore, J. Harvey Perry and Donald I. Beach, 


The Financing of Canadian Federation: The First Hundred 
Years, Canadian Tax Paper No. 43 (Toronto: Canadian Tax 
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the adjustment mechanism to the national economy, the poorer 
provinces would benefit from national economic growth, what- 
ever circumstances their particular region faced. 

The federal proposals provided for rather generous 
sums for the wealthier provinces as well. Table III-3 shows 
a comparison of the provincial receipts, before and after 
the proposals were implemented. During the ensuing months 
of discussion, the regional nature of the federation became 
readily apparent, for the financial proposals were accepted, 
with some reservations, by the “have-not" provinces, and 
rejected by Ontario and Quebec. The Conference reassembled 
on April 29, 1946, where attempts to reach a consensus 
failed. The Conference adjourned sine die on May 3rd. 

The difficulty in reconciling the different pro- 
vincial interests ultimately resulted in the breakdown. 
MMesgbas2c Concept of federal—-provincial financial relations 
varied with the circumstances of each province. Ontario, 
whose direct tax fields were very lucrative, argued that 
eachsgevernment needed icontrol ofits owm tax "sources tp 
ensunme financial responsibility to its electorate and to 
Uphoela ihe principle of provincial autonomy. This position 
wasearticulated by Premier George Drew. 


Any. arrangement. 4. . which provided for va central= 
izéd collection of the greater part o£ the tax 
requirements of the provincial governments and 
made them mere annuitants of the central govern- 
ment would place the provincial governments under 
the, Comerol of the central governmenc to an GxbEenc 
that meetings of the members of the legislature 
would become almost meaningless. .. . If the 
provincial législatures are to continue as free 
and responsible legislative bodies within the con- 
ception of the-British North America Act, then at 
would seem clear that the provincial governments 
must have the authority over their own taxation 
within clearly defined fields. 


6. Dominion-Provincial Conference, 1945, p. ll. 
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The dependence on the financial transfers from the 
federal government had pre-determined the response of other 
provinces, who were less concerned with financial autonomy 
than with the maintenance of a strong federal government 
Gapeble Of Granting larger transfers to them, Premier we G- 
McNair of New Brunswick thus stated: 


With its control of monetary policy, and the broad 
and unlimited powers of taxation it possesses, the 
Dominion is in a position, drawing upon the resources 
ANG scax bedring Capacity of the whole mation, ito 

see to it that the provinces are placed in a position 
to maintain their local services at appropriate and 
uniform Canadian levels. 


He went on to urge, not the repeal of the Wartime Tax Agree- 
ments, but their revision, "with a view to meeting the 
rising costs, and the needs of our [provincial government] 


Services generally."® 


The emphasis On the provision cE 
governmental services and a counter-argument to Ontario's 
position, was presented by Premier Douglas of Saskatchewan. 


We do not agree when it is said. sometimes that the 
surrender of-taxing power necessarily involves the 
loss),of sauthority. 


e e e ° e e e e e e e e e e e ° e ° . e e e e ° e e 


These tax agreements have in no way restricted the 
Gapacity) OL the provinces to serve Numan mecds; 

and as a matter of fact we believe it has enhanced 
the power of the provinces to satisfy human needs. 


Quebec, on the other hand, a firm advocate of provincial 
autonomy, agreed with Ontario that the federal government 
must be opposed in its endeavours to centralize further 
power in the federal system. With these seemingly irrecon- 
Cilable positions taken by the various governments, it is no 
wonder that the Conference adjourned without agreement. The 
poorer provinces, hampered by their weak taxing capacities, 


would not benefit from gaining further taxation powers; the 


7. Dominion-Provincial Conference, 1945, pp. 26-27. 
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Table III-4 


1947 Agreements: Minimum Annual Payments 
to Provinces (S000) 


First Secon Third Most Favourable | 

BEoOy ice Option Option Option® Option. .__ 

eg a ihe) ZRF, 2,100 The esC2- 700) 
Noo. OQ, 345 LO; oO --- Second(10,870) 
N.B. Sis SB, 592 --- Pade Se me SUG iio) 
Que. 26,302 SOL La --- Finst moo ooe) 
Ont. (Si erg Teay o' 61,415 --- Farst (67, .5cG, 
Man. 13,040 T2o53 see Paree (3 540) 
Sask. 14,350 LESS er AS ab --- Secona (15,291) 
Alta. Aye eo iheweele es --- First (147223) 
Been Lo, 120 14,058 --- Purst (12120) 


wee inst Option (i) 1sl2is75 per-capita ‘on W942" popula-— 
ELOM eur) MoO. 4On (provincial uncomesand corporation “tax 
revenues forthe fiscal year ending nearest Dec., 1940, 
(iii) statutory subsidies payable in 1947. 

be Second Options (i) $15.00 per Capita on 1942 popula- 
tion, (ii) statutory subsidies payable in 1947. 

epernicd. Operon: avartlaple only, £0 Prince: Hdward istand. 
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wealthier provinces (and Quebec, with her emphasis on pro- 
vincial autonomy), were not happy with federal control over 
the direct revenue sources. 

With the failure ofl the 1945 Conterence on Recon-— 
struction, the federal government reverted to negotiations 
on a province by province basis. Ontario and Quebec stead- 
fastly refused to enter into these meetings, a factor which 
hampered the federal government's attempts to achieve some 
Sort of baSic national scheme. In an effort to gain the 
consent of all the provinces to a tax rental scheme, the 
central government devised three options for calculating 
the basic compensatory payment. Table III-4 shows the 


options applied to each of the provinces. 
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The calculation of the guaranteed minimum payment 
was to provide a "floor" for the provinces, an important 
Factor in budget planning. The actual payment was linked 
to increasing population within the province or an increase 
in the gross national product, factors which also resulted 
in increasing expenditures, and a corresponding need for 
increased revenues. 1? By using the gross national product 
as a determining factor, the provinces experiencing slow 
economic growth would attain a share of the general wealth 
ecreavea through economic prosperity. It did, however, tend 
LO Denice LE Che areas Of mapid growth as well, with the 
mesult that, the federal treasury paid out Considerably more 


than the minimum payment. 


mne voverall eftect of the acceleration for popula— 
tion and gross national product may be judged from 
the fact that had the guaranteed minimum payments 
been in e€fiect for the five years 1947 to 1951) the 
total payments would have been $413 million. In 
fact the adjusted payee Came to,$558.8 million, 
or about 35% more. 


ThewagGecnent wocmal dc LemoustOud OW setae soba ates 
and the maritimes to benefit from national economic growth. 


"BY selling Certain rights to the Dominion for the 
term of the agreement, they are put in a position 
OETSNebing wiehethe: tworeentral provineecs equally 
Onvarper. Capita basis the productivity -of the three 
Grea, .2elds Off direce progressive, Caxalion —= 
corporation taxes, taxes on personal income and 
SuGCesSSion duties. “Surely this 4s going very far 
to meet the test of fixed need.’ 


Recognizing that Prince Edward Island would not receive 
sufficient revenues from either of the first two options, 
the federal government offered the Island province a basic 


payment of $2,100,000 per annum. The point here is, while 


10. Moore, Perry and Beach, op. cit., p. 29. 
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Laem Gweeulcley, Minister oc Panance, (buager Speech, 
Junel 27, 1946," «quoted in Moore, Perry and Beach, op. Ccit., 
ioe oAL 
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recognizing the regional differences between the provinces 
of Canada, the federal government tried to even these dis- 
parities by tying the payments to the national economy 
rather than solely provincial factors. However, the provin- 
ces of rapid growth would still, in the long run, have the 
advantage over the poorer provinces. The federal government, 
in attempting LO Satisfy all provinces, had provided more 
generous terms to Ontario and Quebec. Nonetheless, they 
refused to enter into the agreements. The other seven 
provinces, and later Newfoundland, signed agreements which 
ested £0r a five year period bringing Canada intoswhat has 
been described as the era of tax rentals. 

The federal government proceeded to renegotiate 
the tax arrangements in 1950, two years before the 1947. 
agreements were due to expire. The Prime Minister, Mr. St. 
iaticent, Convened a conterence in that year to discuss: a 
continuation of the tax agreements. The Korean War, and the 
uncertainty involved in forecasting long-range federal expen- 
ditures, resulted in Ottawa's reluctance to increase dramati- 
Caliweehnempayments tO provinces. “Nevertheless, since the 
federal government was desirous of maintaining its firm grip 
on the direct tax fields, some compromise was necessary. In 
Lecognition of the general need £or more revenues, the 
federal government proposed to increase the guaranteed mini- 
mum payment by approximately 50 per cent. While this would 
raise the floor of the payments, “it would not increase the 
actual payments, since the adjustments for population and 
economic growth had already raised them above this fevers - 

As such, the options were basically the same as 
those under the 1947 agreements. Another alternative, how- 
ever, was brought forward, designed to meet the demands of 
Ontario. A new method of calculating the guaranteed minimum 


was introduced: (i) the yield of personal income tax at 5% 


Poe Moore, cerry and Beach, Op.) Cle. ap alo4s 
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Table ILi—5 


Guaranteed Minimum Annual Payments under the 1947 and 
E52 Agreements, Per Cent Increase, 1952 over 1947, 
and Annual Adjusted Payments for 1952-53 ($ Millions) 


OS 


j 1947 IS Sy Per Cent Annual Adjusted 
Provance BAgGreements Agreements Increase Payments 192-53 
Niel cle 


(1949) 6.2 9.2 48 ieee 
Dee Tce eat 3.0 43 229 
N.S. 10.9 Tea AO AED 
N.B. 8.8 1G 43 16.6 
Que .? 56.4 I Si 53 1530 
Ont. 6720 Odes 51 13762 
Man. 13.5 18.6 38 Deer 
Sask. 1520 20.0 30 25.6 
Alta. nee DO 56 29.4 
B.C. 18.1 29.6 63 A14 


ae tne, anounts, shown £or Ontario anc Ovebec are ce 
aMouimese ticia would havesbeens payable hadyihey cneereds Exe 
agreements . 


pounce.) Adapted from Table 10, Moore, Perry. and beach, op: 
Cl rep ie aes 


of the 1948 federal rate, (ii) the province would receive 
the equivalent of a provincial tax of 8%% on corporation 
PrOhics, (li) the average revenue Yield received rom 
Succession Guties) by the» province! for the wast) two years 
before the duties were suspended, or for the three Tiscal 
years 1947, 1948, and 1949 in the cases of Ontariovand 
Quebec, and (iv) statutory subsidies payable in igus? 
This option was beneficial only to Ontario, raising its 


minimum payment by $2 million. The remaining provinces were 


better off under the revised options based on per capita, or 


14. Douglas Abbott, Federal Minister of Finance, Proceed- 
ings of the Conference of Federal and Provincial Governmencs, 
Ottawa, December 4-7, 1950 (Ottawa: Queen's Printer, 
De elAZ.. 
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per capita plus 50 per cent of the direct tax revenues, 
based on the year 1948. Table III-5 shows a comparison of 
the two agreements. 

The 1952 agreements were signed by nine of the ten 
provinces, Quebec being the exception. Ontario did agree, 
but only after the federal government allowed her to levy 
her own succession duties. It must be noted that while all 
provinces received more money, the gap between the wealthy 
and the poorer provinces was increasing; the percent 
increases in unconditional transfers from the federal govern- 
Nene We“tesgneaten £05 sOnLar1io, Alberta, sand British Columbia 
(and Quebec, if she had agreed to the arrangement), than to 
the less well-to-do provinces. While the poorer provinces 
were receiving additional funds to support government pro- 
grammes, the disparities were not, by any means, being 
mearessea. 

Thesagreements Of bothelo47 andsl9o2 hadibeen 
drawn up with the federal government's assurance that the 
provinces would not be pressured into Signing. Provision 
had been made for "tax room," which provided non-agreeing 
provinees rocm” in’ the’ direct fields without the -danger*or 
double taxation. Quebec challenged this assurance, claim- 
ing that the abatements were not equal to the amount they 
would have received under the scheme. 


Quebec imposed a personal income tax at roughly 
15% of the federal rates. Ottawa responded, after 
some provocation from Mr. Duplessis, by raising 

Tes personal income tax credit to I0X> “EVven* thus 
move, however, cost the federal treasury consider- 
ably Tess than a tax rental agreement.” .” 5°. [The] 
5% overlap left the only example of so-called” double 
taxation in the federal-provincial arrangements, 
something long decried by the federal government .1° 


The general agreements were endangered by the federal "con- 
cession," for the change threatened to lead to demands on 
the part of the other provinces to alter their terms of 


agrecment’: 


15. Moore, Perry and Beach, op. cit-, p. 46. 
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With the growing defiance of Quebec, and the 
increasing restlessness on the part of the other provinces, 
the federal government called a Conference in 1955 to dis- 
cuss financial arrangements between the two levels of govern- 
ment. The Conference was the first time in over two decades 
that the governments had met in times of normalcy; the 
Korean War had ended and the economy was relatively buoyant. 
The task facing the meeting, therefore, was one of attempting 
to balance the needs and resources of the two governmental 
levels during a pericd of expansion and prosperity, a time 
when provincial expenditures had risen dramatically in 
relation to those of the federal government. The crux of 
Ene mateer was presented by Prime Minister St. Laurent in 
his opening statement: 


Our present problem is two-fold -- to achieve some 
method of sharing of the revenue available from the 
direct tax field, and some reasonable degree of 
equity and stability in the revenue of the various 
provinces. The latter involves some recognition of 
the fiscal need of those: provinces whose tax poten— 
tial 1s less than others -— some payment of Subsidies 
ofsone=foum or “another 


Bhes Prine Ministers went “on to point? out* With oreatelarity 
the=chieft cont licts which had» become evident tn” previous 
negotiations to settle these problems. Referring to a 
pertect™iinanezals formula, he stated: 


[The perfect formula] should ensure responsible 
government at both levels, make possible far- 
Signcedsrlecal policies, perme. Lhe. Lichen prov i= 
ces to benefit from their wealth, give assistance 
to the other provinces, avoid duplication of tax 
laws and separate costly systems of tax collec— 
tion, avoid the need of tax credits, stabilize 
provincial revenues, protect provincial aindepen- 
dence, safeguard the strength of the federal 
bredasuryr-—-8a very@large numberof competing 
objectives.1/ 


16. Proceedings of the Dominion-Provincial Conference, 
TIS5" (Ottawa: Gueen’s Printer, 1955), pp. Li-lz. 


Tyeeibid.. pe 1. 


at 


a -awra t a vot 
ostsat ied ig Hl oe in 
ah. a 
auld Fries perl 
samena nto Hqeint per 
OLiFinns jie 20 ‘Spo @ ww aoe 


io Sia a - - out aide temps aq if wares” a “ne 
ot Sewell 48 4d: rafal) iene 38 We Dosnweese ‘tay 20 dese 


Le ue sdqamninde gecten 
Sofa aviinua of —(|\ Siva Ws “gol Inss91g 
=49 pac 39 hicte SAC  Sruinvss ets 7 bit sta” te Soc 

f wy nh shidnesas gute bag. BISes aid oad 
~ 28) PAS AD ByAOvoD. ate he tak pikes “rasa p 

ies. wets dae 1d + sols | a kn ee ot 
bs an Fae at marae. = ee Dae fd 44 baa. saceh? « 
a5. baedus 24. snag “Sere re —_ o iets oaod ar f 
_ Rn -snigene 13 any sae Io < 
Fey) ain aaa 


, , 
italia bane daw pos shi og.o) ad Agu wis i 9. 
~. pleas dela 


 «fitinivaar al gnepess porrso bia’ dose Hutilsno» Leif 
>) ¢ os honeadaa ai licdaaanl Arent afte et: 00k 34 
_ 7 jrhpsgy 3 ih abil Le 
a Lékenodns ae feplumad 409: = 
iin meres 
Sadaxt ods Fh 


oe 


63 


The federal government, after raising a number of thorny 
problems, proceeded to introduce a new set of proposals 
aimed rats ishein, resolution. 

The 1956 tax agreements were based on the concept 
Ofultax—shaning sather\thanethe previous seidea lor Mltax- 
rental." Thus, the new proposals were an extension of the 
alternative designed 4an(1952 form zthe. province’ of.Ontardio. 
Themtedenal government. provided: tax icredits. in the standard 
tax fields. The provincial share of these three fields was 
Gens pemicent prof ethe federal -tax, onwpersonal ancomes van 
equnavalenGron nine? per cent, of. a, province's; taxon corpora-— 
Evontiprofats wand 50 perm cent of *thewfederal tax onicestates. 
The provinces had» the option. of collecting these taxes 
thenseiv csi asom Ohi 6nGing s~the venture: Sleldato the central 
government and receiving from it the equivalent amount. 

Awareyw that: taxi Capacities varied from «province to 
province, and consequently that the monies received under 
the tax-sharing agreement would not meet the requirements 
Oreisome: governnents,, the: Domanion, introduced she sconcepe, of 
equalization. ,;For the first time, fiscal need was specifi- 
Gally, accounted, fon <n ithe financial agpeementsi, Moreover, 
Lime sponses eon Ouevecw ce, emands thatetiesagrecments, be 
strictly voluntary, the equalization payment was to be given 
to. all, eligible provinces, whether or not they signed the 
agreement. The provinces were free to spend it as they saw 
fit. The payment to a receiving province was to be "equal 
to sthewamount necessary to bring ts, per: capita sieldefrom 
iss Shane von wax rental ipayments ior qabatementsin 2 <gup to 
the weighted average per capita yield for the two provinces 
in,which the yield was the highest."18 By weighting it to 
the revenue yield of the top two provinces, all provinces 
save Ontario were to receive some degree of equalization. 


A stabilization payment was also to be provided equal to 


18. Moore, Perry and Beach, op. cit., p. 55. 
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95 per cent of the average payment. to) the province in the 
last two years, if the new arrangement proved detrimental 
to certain governments. 

During the negotiations, the question of how the 
provinces were to receive more revenues from the federal 
government again highlighted the disparity issue. The 
wealthier provinces wanted a greater share of the standard 
taxes. The poorer provinces,’ with therr restricted “tax 
capacities, demanded a more generous equalization formula. 
The federal government had been unwilling to go as far as 
some provinces had hoped in recognizing the fiscal needs 
of the governments. It was argued that provincial need 
could mot be based Solely on revenues generated by Lhe 
standard taxes, as the total revenue picture was vital in 
determining fiscal need. If capacity was to be equalized, 
other income sources had to be taken into consideration. 
Bysusing only the standard taxes’ andmignoring) other revenue 
sources, the total capacity, and therefore fiscal need, was 
NOt Che basses Ol the equalization payments) ——9 the schedule 
was distorted.j Provinces with lucrative revenue sotrces ain 
areasyother than the standard taxes (for example, natural 
resource revenues) received equalization that they may not 
otherwise have been entitled to, while the have-not provin- 
ces, whose tax capacity in all areas was generally below 
average, did not receive “their due." It was, however, a 
move on the part of the federal government to assume direct 
responsibility for reducing financial disparities amongst 
the provinces. While the payments were made on a provincial 
basis due to the nature of the negotiations between autono- 
mous governments, the regional nature of the federation, the 
Grouping iol sections of the’ country ‘continueds tosbe <a 
characteristic of the arrangements. This is highlighted if 
the equalization payments are revealed in per capita terms. 
Table III-6 shows the proposed payments to the provinces on 


a total and per capita basis. 


Atha 
= ee _ ov 
an ae: ek ae - 


_ a pei” > 
a 77 : vou | 


 ewbed ‘ea aes 43 anita GL baad en | eiapensicus! | 
San; Pelee easy ats kept few dt ssanensevog, oft, 36 
dd ii Set HpeneG aurea tra ro yleioe baesg wd Jom Blues 
at jnehy, saw aqodaty stindyes' Tesqt- ald’ ab .eomnd Bucbassa 
Wepseatipae a al any ((iodiigus it ory.) Trt sy) gti alesse - . 
webeaaeianon cont coq? ‘SA-t3 Dall eubinne omanss edie rT 
eunsies sia) gikacep tie Gert had ted 2 gia? gine priew ye : 
gow fifin (seet= usenet Cok piiceges eyes 649: yeaa 
ie ce yt) =- Aa nienee: (hel Oo) leuy e638 ‘le atead ed? 36a 
ni. savgaruw WOitaiier Sul teibial cite etorekon -pabwosabhieets al 
2 {eager johentie ta) dae laehoigde ant cud? cede esese. 7 
fee vile Yoel Pawed tipo: Snel @oes: (eoeaeves-epwipass 
Epon Jonata, aay (PALL NS added seiweeiie 2 
Wehed Pirates am itm ut! Potomaqen wad Goo GAR’ 
a aE aN tee, a eee Beek Nee 
| ieaebos aft So s0G Hath, vem 


65 


“Gc Hd. "Jr “dO *Voeeq pue Aadoa SoatOOW “e7 PoTORL Wor sso tnes 


*soTqNnp uotsssdons pue xe 

SWOOUT UOTIeAOAdAODS uUMO AsY A2OSTTOO Of paeRzoeTsS OTAe_qUO +ATUO xe SWIO.UT TeuUOoSsSzeg °+d 
*zou Aq posodut xe 

uotjzerodz09 [Tetoeds e Of snp UOTT[TtTw Es Aq peonpez sem juewAed uoTAZeZztTenbe s,d.eqenh °-q 
°000‘009‘9$S 

JO) 4UeZH TeEUOTATPpe Ue» pur O00 OOP” Ts. JO qUeab [TeUCTaTSueri ve spl ouTVsTel01F eS 


2007 ‘S9E L90‘P 886‘8ET ZO8‘VOS STWLOL 
60L’6S _ Cogce vee LECLG 68°E or OSs Bayes! 
tl ST --- ger. E20.cE Tv" 8z T60 ‘EE "eITY 
VS ‘VE --- Blaze 797‘07 G6°ST O6T ‘PT -yses 
OST ‘€ce --- Zv° OT €6T ‘PT ise ret EOC Ee "ue 

See vet L --- --- --- GL Ge Gearon ee aie 

q60E ‘EV --- VL°6 60E‘9L 66°82 9G8‘LET "and 
918 ‘TZ -~- B82 °ST L09‘8 GV EZ 607‘ET "a°N 
TeOCRES --- 6E° 2 OCT on Ve-vT 080‘OT “Sy 
V6l‘'? LOE VLeoe G80‘E 66°L Z08 ‘1 °are 

aLOvere --- 88° LZ Loe uE S8°OT 96S‘ “PTIN 
s@08s eatdep aed (000S))_ eaTdeo sited (000$ SOUT AOI 
resce HORIEZT It Ge3s S om e2t Tea sexel pazepuejs FO ezeus 


SS6T-LS6T AeOR TeoOsty ‘R20w sjuswsebuerzry 
Hutzeys-xey TeTOUTAOCAg-[erepeyq Tepugq sjuewkeg Teroepey7 


9~ Lite og ded 


Once again, Quebec elected to remain out of the 
arrangements, collecting her own taxes. Ontario only 
partially entered into the agreements with the federal 
government collecting the personal income tax revenues for 
her. The revenues from the taxes varied considerably from 
province to province, as can be seen from the Table, and 
while the equalization payments were a step towards recon- 
ciling fiscal capacity and fiscal need, provincial revenues 
were still not considered (by the provinces at least) 
adequate to cover their expenditures. 

The “option" approach which had been previously 
adhered to was no longer necessary, for the formula was now 
applicable on a national basis, and with equalization was 
flexible enough to take provincial variations into account. 
While the 1957 agreement increased the revenues available 
to the provinces and recognized their different fiscal 
Gapacities , 1b. did not satisfy provincsaal demands, either 
LOD. a Greater «share OL the! tax pieyor for complete elimina= 
tion of inter—provincial fiscal disparities. As such, sub= 
sequent negotiations since 1957 have led to modifications 
of the agreements along these two dimensions. Table III-7 
shows the equalization payments to the provinces from the 
years 1957-58 to 1972-73 and illustrates the current 
importance of this program which had very modest beginnings. 

A further step towards recognizing the federal 
responsibility to the more disparate regions was taken in 
1957 under the new federal leadership of J. G. Diefenbaker. 
The Prime Minister, at the 1957 Federal-Provincial Conference 
stated: 


I believe that we all recognize ... that the Atlantic 
Provinces aS a group are confronted with greater 
dLepicultres in public finance than. the rest (or tne 
Matron, If they are to maintain the sort of Provincial 
and Municipal services that Canadians generally 

expect .19 


19. Dominion-Provincial Conference, 1957, Ottawa, Novem-— 
per 25th ana 2oth, 1957 (Ottawa: Queen's Printer, 1958), p.i2. 
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Table III-7 (a) 


Equalization Payments by Province, 1957-58 to 1961-62 
(S Mi bizons) 


1957 Agreement 


Province 1957-58 1958-59 1959-60 1960-61 1961-62 
Nfld. 19.8 aT bal 302% 28.0 Wea 
Bet. aA Sac 6.0 ea 5.4° 
Ny. Ss Wi 2 26.2 De 26 .6 Dee i 
N.B. 8.6 226 24nG 23.6 24.0 
Que. As 3 60.2 7a 64.7 67.4 
One. --- --- --- --- --- 
Man. Tee 13.4 Ay ie here 
Sask. 20.3 20.3 23 A 21.6 23.0 
Alta. 1226 13.5 16.4 ee 14.0 
Bi. 9.3° Oe 5.9 find aero 
TOTALS 148.1 199.1 2236 206.1 207.5 


a. Includes stabilization’ payments. 


Province 
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Table III-7(b) 


Equalization Payments by Province, 1962-63 to 1966-67 
(S Mi liions) 


1963-64 
32.4 
7.4 


EY 
PSP se) 
6959 


14.3 


oe 
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210.4 


1962 Agreement 


1964-65 


Wl iS) 
oe 
36.0 
3320 
992.0 
oe 
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1965-=606 
AVL 
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Table III-7(c) 


Houalization Payments by Provines, 1967-68 to 1972-73 
(S$ Millions) 


, 1967 Agreement eeGrcne 
Province 1967-68 1968-69 1969-70 1970-71 1971-72 1972-73 
Nfld. 65.4 Tor 0 95.9 96.7 SLI sik Tiges 
PE. oe 14.0 Lon OAT 19.8 20.8 Deeg 
N.S. TOs 7onA 89.9 91.7 94.6 104.3 
N.B. 62 7 aFelog| 85.5 89.2 94.0 104.8 
Que. 203% 1 Boome 439.6 408.7 446.5 446.1 
On ee --- --- --- --- --- --- 
Man. S723 46.8 50.7 52n2 50.0 58.1 
Sask. Oy de 30.3 | ress 96.4 54.8 94.2 
Alta. --- --- --- --- ——— ao 
Bece —— a5 = ae — --- 

TOTALS 549.6 708.7 853.2 854.8 870.8 943.9 


beminceivdestarptransiti10nal guarantees 


Ce NOLCeULial sacmacchewal.s Daymenes Lose Gdramacvivcally 
Between 365400 and 1909—=/0. This was probably Ene resul. oF 
ENG yw poor sag rI1eu elt usCONOteL ONS ait tiat  CImMe ss Ime wmeayy 
dependence of Saskatchewan on the agricultural sector 
resulted in the general economy stagnating. 


Source-@eMoore, Perry and Beach, Table 25, 0D.-Cit.7 Dp. 107 

and David B. Perry, "Federal-Provincial Fiscal Relations: 

The Last Six Years and the Next Five," Canadian Tax Journal, 
MewNoe 4e(ouly-Auguse, 972), Tables i) “pa S502) whet kqualiza— 
tion Payments here include fiscal arrangement payments and 
Atlantic Adjustment Grants. The Newfoundland Additional and 
TraneationadieGrants are: also included. It should be noted 
that certain of the figures are estimates, however, the 
general trend is clearly illustrated in the table. 
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Rather than expand the tax base of the equalization 
formula to include more revenue sources, as the poorer provin- 
ces had advocated, the Prime Minister proposed an alternative. 


My colleagues and I are prepared to recommend to 
Parliament some form of special assistance to the 
Governments of the Atlantic Provinces. I ask you 
to consider what the total amount should be and how 
best that this assistance will be provided by all 
the people of Canada. 29 


While the recognition of regional disparities was not 
questioned by the conference, Premier Frost of Ontario made 
it quite clear that this principle was not the only one 
which should be taken into account in revising the agree- 
ments. To him, an equally important consideration was the 
cost of providing services in rapidly expanding areas. 


We-recocnrze thal all *the*dirr1eulties GO not 1ve™in 
the Provinces having the greatest concentration of 
industry and population. We support adjustment pay- 
Memes co the otner Provinces: 


However, Ontario cannot get along with the present 
Stancara Faces Upom whic the whole System Of =Lascalr 
adjustments is based. It is fundamental that the 
standard tax abatements be raised to a realistic 
level if the system is to work. 


Tie, proposed an increase in the standard tax shares from 
10-9-50 to 15-15-50 to meet the meneasing CoOstsate, ene 
provinces. / 

The more hard-pressed provinces emphasized their 
awkward situation in attempting to provide a national mini- 
mum standard of services with less than average revenue 
Viclds, a tamtirear dacoument at. the COonterence Labie. 
Premier Hugh J. Flemming stated: 


If New Brunswick is to provide a reasonable level 

of services. . .without imposing taxation substan- 
tially heavier than the Canadian average there is 
nowalternative but an adjustmentsgrant to); supple- 29 
ment any per capita payment of general application. ~ 


20. Dominion=—Provincial Conterence, 195%, pe. 2: 


20) thrdniep p18. 22¢eTbids, pei7s9nd0s 
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The prairies also entered into the fray, pressing for recog- 
NLE1OB,OLeGhein special needs... .The Premier of Manitoba, 
Douglas Campbell, supported an increased equalization pay- 
méntyon the basis not only of financial need, but also as 

a iabeer oPerighe reas retribution for =the *discxniminatory 
policies of the federal government. 


Wetarees i": claaming sbhelrecogn ution "ob arcigqne.. (we 
want to get back some of the money that our people 
dee paying each year in the form of higher prices, 
due-in Large partrto thé tariffs” and “cther*dévices 
erected by the Federal Government which have had 

Ehe, effect of protecting the manutacturing indus— 
tries mainly concentrated in Central Canada. 


This argument is reminiscent of the prairies' special claims 
iTVene “past. 

In general then, all the provinces advocated that 
they be given increased funds’ for one reason or another. The 
problem faced by the federal government was that demands pre- 
Sented steel were -onben contradictory “and ,ert any one "prin— 
Ciple were accepted, the benefits would not ‘be felt equally. 
The*erux .Or "the -mablter was stated "by Premier “Douglas of 
Saskatchewan. 


The fundamental failure of the present fiscal arrange- 
ments lies not so much in the method of sharing as in 
the size of the shares themselves. Of the total 
collected from the three tax sources covered in our 
arrangements, the Federal Government to-day pre-empts 
abouts Oper scent, and the remaining 30) pen cent 1s 
DarcelLledsOut oO the provincess. Yet, 1c ws. the 
provincial and municipal governments which are bearing 
the brunt of increased expenditure in carrying out 
their recognized functions. We believe there is only 
one answer: the 30 per cent share must be increased 
substantially.? 


The wl O95 je COnrerence Gesuted sin sbetter verme for 
all provinces... The tax abatement in the personal income tax 
field was increased to 13 per cent, a move which resulted in 
substantial increases in the equalization payments. More- 


over, the federal government implemented its proposed system 


Zoe DOMINLOnN—Provincilal CoMmLerence, 1957, ps 5/7. 
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of special grants to the maritimes. 


The Atlantic provinces adjustment grants consti- 
LITtCea “An “aropLitrary "amount of additional wncond1— 
tional assistance “to the four provinces concerned. 
The rationale for these grants was the genesally 
low, fiscal capacity of the Atlantic-imegion, 


Eneyprovances,agreed to: spli tithe, 625smi Whaon vallotteditco 
them as follows: $7.5 million each to the provinces of New 
Brunswick, Nova Scotia, and Newfoundland, and $2.5 million 
to Prince Edward Island. Newfoundland received a further 
special, grant in 1959 of $8 million (less the balance ‘of 
transi tional, payments). form a period. of five yentew” 

A number of principles had been introduced by 
1958 which have been the basis of the financial arrangements 
bo.jthe; present, time.» Farst, the federali,government=through 
equalization assumed the responsibility to reduce the 
financial disparities amongst the provinces to a point where 
the poorer ones could maintain a minimum level of services 
without too heavy a tax burden. The rationale for this was 
stated by Prime Minister Diefenbaker in 1957: 


Werthest eleralscqovernmentjebelieve Chat this »reder=— 
ationvcannot thrive in a climate of glaring dispari— 
ties in levels and standards of services and develop- 
ment as between the several provances, from) NewLound— 
land to British Columbia.2/ 


Secondly, the requirements or realities of provincial 
autonomy demanded that these governments be free to spend 
this income as they saw £2t. Thus, rederal transfers under 
these agreements were to be made in a way such that the 
provinces received the necessary funds without conditions 
béing attached. Third, the special case of the Maritimes 
WasececOgnazed and, in an Grhorc to heip the provinces: most 


in need of federal assistance, special grants to this region 


25, Moore, Perry and beach. Op. Cli. p. JO1e 
20 se LO Ler OO LOS: 


2/2 DOMLDLON-erovincial COnrerence 1957/7 ps 2. 


72 


pene ae 1 anety lena 

ust seater sine kia ected ses) sidlcantgs. dhe . 

einvmepaptye Ietameist. ai 30 t= eae) old Goat sved aaa 

decomit greariseviip Sqeebst eva ~ eee Spit semeorg sft. 09: 

any PoNbes C2, edd | 

evede-Jathg 6/04 aovabveag 

matress t.Levab yqubhin: 6: skedne wen bivan-@ane tounog odd” 

‘sew mitt. aot-alignehes = Bey xed, quned ond Jveddaie 


40 1. aReRE Rees ee 
fae Seg » . 
io : 


were introduced. 


This device was interpreted in some quarters as a 
move to raise federal aid to the poorer provinces 
without similar assistance to the larger lower- 
middle income provinces. .. 28 


There was an attempt, then, to protect the federal treasury 
as much as possible. It should be noted that the poorest 
provinces were also the smallest in terms of population as 
well as geographical size and share of natural resources. 

By concentrating on these poorer areas, costs to the federal 
government could be kept down, yet those provinces with the 
lowest tax capacity could be assisted. 

The subsequent financial negotiations have found 
the wealthier provinces again demanding increased tax 
abatements because of the heavy costs involved in servicing 
areas of rapid growth. The poorer provinces have also 
pressed for “an increased share of the taxes since any change 
had the dual advantage of a larger share and an increase in 
equalization payments. They also pressed for a more refined 
equalization formula, calling for a more comprehensive 
accounting of the total tax capacity of the respective 
provincial governments. 

The negotiations surrounding the 1962 agreements 
were no exception. Thestedecal .qovernment was becoming 
increasingly resistant to provincial inroads into the 
National treasury. ~The federal government placed “itself” in 
the uncomfortable and unenviable position of taxing” the 
people of Canada, while the provincial governments received 
ever-increasing amounts of these revenues for provincial 
Services." More Dluntly, the systém=resultediain federal 
taxation for provincial purposes, an arrangement which 


scarcely enhanced federal popularity with the electorate."7? 
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In an effort not only to inform the public where the money 
wasygoing but also toirespect the principleof financial 
autonomy, the federal government proposed that the provinces 
be allowed to impose a higher tax rate than the federal 
abatement, while still having the federal government collect 
the revenues. This extra tax, however, was clearly desig- 
nated as being imposed by the province rather than the 
Dominion. 

Although the Prime Minister at the 1961 Conference 
had emphasized the desirability of protecting the principle 
of provincial autonomy, he also had resisted attempts on 
the part of the provinces to have the Federal Government 
withdraw substantially from the income tax fields. 


RetusningiEou thes Provinces? thevrespensibidaty to 

levy their own direct taxes raises the question as 

to the extent of withdrawal by the Federal Govern- 
mentwieony thes personal bandreerporacionvancomemtax 
fields; The Federal-Government has» given very care- 
Sulsconsaderalioneatorthismquestzone Sitrmustiecontinue 
to discharge its vast responsibilities, to provide 
equalization payments and also to pay the Federal 
share of the many programmes now jointly born by 
both levelspuorygovernment; which ®this yearfamount 
Eovsomess 440emillion.  “lteis) simply cnotepossibile 

for Lhe Federal (Government to discharge, these 
responsibilites [Sic] and at the same time comply 
with the demands of some Provinces for mathematically 
equal staring in, the personal income fax and corpor= 
aGLOnm tax. 


While the federal government had been reluctant to increase 
tie wLOVincial chare 1h directe tax. fields by any Substantial 
amount, they were forced to concede points to satasfy all 
provinces and thus secure agreement. The provincial share 
of the standard taxes rose to 16-9-50, which provided more 
Morey tO all provinces. iran, GL rOort to protect tne Lederal 


treasury while attempting to aid the poorer members of 


30: “Statement by the Radght Honourable John G,. Dieren- 
Dakeu.  .PSGtaAt@sen, MlP ahePaime  Ministemicr Canadaeto lithe 
Dominion-Provincial Conference, Thursday, February 23/61," 
(Mimeograph; Ottawa: n.d.), p. 25. 
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Confederation, the federal government moved the equalization 
formula fromntheyaverage yield of: the.top,two,provinces, to 
the national average, "a move to moderate the level of 
redistribution in view of the broader base which resulted 
from the increased share of personal income tax." >t While 
the switch to the national average proved disadvantageous 
Co all Tecipient provinces OL equalization, the AtTantte 
Adjustment Grant was increased to offset the losses to the 
Maricimes. 

AMpEOPOeUNdechange any thes 1962 ;aqreements.~was the 
inclusion of resource revenues in the equalization formula. 


Thespresentrrormula; disregards. sources,of Provancial 
revenue, othertthan’the threes standard direct taxes. 

Phe, present Government, has had to vsupplement, at by 
introducing the Atlantic Provinces Adjustment Grants 

as it has proven to be an inadequate base for deter- 
Witindetasoal seed. Furthermore, Le entirely 19noeres 
the wide variation in the revenue derived from natural 
resounces .of Ine the vinterestss of equacyiand fairness, 
wesnow DropoOse. tliak=for the purpose, of ceterminang 
edualizalrjon payments, toe Lormual sic} snoulad 

PnCiUCde NOt Olly Cho yieldc mc Ol "tures standard 

taxes (with the increasing rates for personal income 
tax. . .) but as well one-half of the three-year 30 
MOVING average OL Gross mature resource: revenues. 4) .*. 


This’ was) the first in’ a series of adjustments in the equal-— 
ization formula... The three standard taxes were no longer to 
besused ac) tie sole basis for estimating the, tex capacity of 
Phe provinces. While wthic partially satisiied the Maritimes 
demande athat the) total “tax picture be taken anto account, 
it had a drastic effect on the Western provinces' equaliza- 
tion receipts. 

Furtner meditications were, introduced ian 1963 by 
Prime Minister Pearson. The Liberal party during the cam- 


DAlgiwiaa hinted at dubetter Ocal Lor the poorer provinces 
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by retunning the “equalization -rormula to the basis cf the 
average revenue yield of the top two provinces. Moreover, 
in partial response to the unhappiness of the provinces, the 


resource revenues provision in the equalization formula was 
amended. 


[A] point under discussion yesterday was the treat- 
ment of revenues from natural resources. The balance 
of the discussion seems to us to be that such revenues 
should be taken partially into account, The best 
practical way to"do this *is 27S ~"tov~ad just the equal-— 
ization which would be payable, to any province 

having natural resource revenue above the national 
average, by deducting an amount arrived at as 

follows: one half of the extent by which the natural 
Pesournce Tevenue per Capita exceeds the national 
evenage,emulerplred by “Ehe “poou lation "or “the provinde. 


THe*conristeting zanterests Cf “the provinces became 
immediately apparent, for the wealthier provinces attempted 
to stall any changes in the agreements which did not enhance 
Cieierchances of gaining “increased” tax credits: 


Ontario entered into these [current] arrangements 
im gGoodetaich rand saccondinglysexpects suneam form 
and nature to.be maintained throughout the five- 
year period for which they were negotiated. 

Should the Conference decide om adjustments in our 
fiscal arrangements, they should take the form of 
an. inerease in the abatement rates and not of a 
structural change. 3 


British Columbia also challenged the federal proposals. Her 
equalization payments had, from 1957-58 decreased yearly, 

and she had been the recipient of stabilization payments until 
1962-63. At that time, however, she was no longer to benefit 
from sequalization, sand she objected strenuously. 


In the current year Canada is paying, in essence 
from provincial direct—tax revenues, equalization 
amounting to ICO million dollars, ‘oF witich 106 
mill@on dollars . . . is to the so-called “have-= 


33). Prime Minister Lb. B. Pearson, Dominron-Provincial 
Conference,11963,,.. Ottawa November, 46thye 2 th wie th rand othy 
1963 (Ottawa: Queen's Printer, 1964), p. 50. 


Sa." Premier Roparcs, Dominion-Provinclad Contrerence, 1963, 
pp. 24-25. 
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not" provinces of Quebec, Manitoba, Saskatchewan 
and Alberta. British Columbia receives no pay- 
ment whatsoever. Equalization in its present 
form is basically wrong and unfair.- 


Resistance to the agreements was again gathering 
momentum, with the wealthier provinces unhappy about the 
Pevenuess lost “cotthemian the direct tax fields by federal 
involvement and the poorer provinces unhappy about the lack 
Opereccogn BoVonEOm Ehevdiiterming tax capacities of the 
regions. Pearson responded by announcing a further increase 
in the tax abatements in personal income tax from nine per 

Cnt wee 2iyper cen teini965, and 22 per icen® to 24 per cent 
in 1966. This also increased the equalization payments.> 
Quebec's desire to remain out of federal shared-cost pro- 
grammes without financial penalty resulted in a schedule of 
tax abatement points for various progranmes totalling 

twenty points of personal income tax. Quebec accepted a 
twenty tax abatement points, the only province’ to do so. di 

Te westalso during this period, an the faities and 
Sixties, that shared-cost programmes mushroomed in numbers 
and scope... Many of these programmes have built-in equaliza- 
tion features which cannot be ignored. Consider, for 
example, hospital insurance: 


IWehwhesthiesrederal share is als the vagqgregace 
puggral GOStS, Sif Varies Trom province to province. 
Titeeces Les erGon Usinome Lormularcuhatwderines the 
Legere.» “halt! was 257450 ne per-capita cost in 
Canada olWise2 576 0f the per-capita costs of the 


_ 


Souperremuer WrAtO. Bennett, (Domini On=Pravinc pal) Conrer= 
SuceweloOspepps OF>/ 0° =sNoterthatethesieble: 11i-/ Meine. 
porea7=69 jeshows Che Cotal payment tobe S20. 7 millagon to 
theeftiscal year 1962-63. The amount payable to the provin 
of Quebec, Manitoba, Saskatchewan and Alberta totalled 
Sali e 5 a) eon. 


f 


SG. Moore, Ferry and, Beech, Op. Cllr, . "00. 


O72) plod.) 8b. 6S.) he tae soatemen poi nLeiwerescorirered 
in lieu of conditional grants by the following schedule: (1) 
Hospital insurance -- 20 points; (2) old age assistance, 
piline and disabled persons allowances -- 2 points; 2 wel- 
fare portion of unemployment assistance (to unemploy 
2 painte: (4) vocational training -- 1 point, and 
Grants —= 1] point. Ibid., p. 32. : 
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program actually incurred in the province. While 
federal contributions to low-cost provinces would 
exceed 50% of the program costs, a relatively high- 
GORE rovince (Ontario) would receive less than 
50%. 


The issue of shared-cost programmes was tied into the general 
financial question due to this built-in equalization factor. 
As the costs to the federal treasury rose, the wealthier 
provinces, from whom the monies were taken for redistribution, 
began to question the equalization principle. Thus, Premier 
Robarts, during the 1966 Tax Structure Committee meeting, 
stated: 


Theweduadi7al1 One proposals a sacnk Ge incomplete ssn 
that there is implied equalization in some shared- 
cost formulae. As we have suggested, we feel that 
this implicit equalization should be eliminated 
from cost-sharing arrangements. Failing that, the 
formal equalization payment should be adjusted to 
take into account the equalization hidden in shared- 
COStecOnrmulae*; We tare convinced that there sciould 
be a single lump sum payment which includes all 
FOrmssoL, equalazation .W,Aswa, payinet provance: we 
want to know explicitly what the equalization bill 
amounts to.34 


ttoWoas also atytnis meeting that Premicr RObarts emphasized 
that there must be an upper limit to the costs of éEqualiza-— 
Cien- 


As a large, resources-rich province, Ontario has 
Soreamany yearsepeen the paymaster for mucheortenese 
federal transfers to the poorer provinces. We 
accept this situation but would caution against 


38. George E. Carter, Canadian Conditional Grants Since 
World War II, Canadian Tax Paper No. 54 (Toronto: Canadian 
Teterouneat.on, 9/1) ap. oo.) Wille suche shared—-cost pro 
grammes have become a very important part of the federal 
contribution to provincial revenues, the discussion of the 
programmes goes beyond the scope of this paper. The built- 
in equalization feature, however, is germain to the topic, 
as it has been a contentious issue in federal-provincial 
financial relations. See Carter for a thorough examination 
Ob tie: copic. 


39. "Statement to the Tax Structure Committee," Federal- 
Provancialitax Structure Committee, Ottawa, 14 and 15 sep- 


tember, 1966 (Ottawa: Queen's Printer, 1966), p. 45. 


—————__— 


* 


demiwyp Sty canton ache a 
ae 7 

. ero’ exrkpegeT anpe: obese ‘wid 22 ‘cote ani taeny fe 
© peabebod edie ots orcs ad bivett oht csauened af 
MOL Iedss aL x02, pikes arte eabnas: Sait axe eored cin — | 
fege sad, 2a wake ae te ‘no Ldthieope, oid noitaouwp Oo 7 


1 a 
enbsath-so%e frat) -asdsceate way OF0L ods maaan ? ros 
= > - - = d 7 7 ok aes ;' 


. > .—ayiwsefiqnodigls.:e = #2 1enggere ackveds Loupe iid - 
<Puiaih ofa? ie Ghd TS Ae tal oF BBS SERS, 

Pe En. tna" i en4. aoe * oe on 5! ae ay Ald wr aA a) rant 
<, & a ene bak 4 aA-Biodte pase dans Svan Jivete atin? 

ie ian it ’ sas ae ot <a meat S ads he 7I99 mo 

“ay bs: ahd cn ‘tt * fucnte yh hey sr apitreiiqups femte 
 hagede Ge bbbp motiisbiadpa sts Zavegss . Fae 
a civere o7o) feds beaks vagS ee ae ealiuenok 300 
bil Neti "Fid asbuldge a@zbty j ARGS pO Gent ehgel . 
4 Pann Arre bes ane AY. “A id} toe ee 36 a8 at 


Z 
~ 
7 


ee 


whi nase Thug oft Yate pist7e are See Sines 
Fos aewe ee ves m. Ge “BE SOE ae 

= = 7 ~ * - 

hesciaeuines wS*serkivs tatine sd ) | ats ery) calhes aes’ as Bars! “ 


ane fee to a9503 60} ee Peep sbage tel ot jain an 
: re Cat aaa : = r oe 
ae ; = . | sane _ > 7 § naa 

| Bees hy wpphbvery ears ei Gus é 
goatee isan toe, gadbomenar std riepti «sas bead g 
7 aa) -Wasas yom, Thame, sf? ct wcateneas Lwat 


refs mised ‘del? obi patie Suet —, ios 


boule catads 4 ae ize par ih 
Seg na gent 08 


17 el 


carrying equalization so far that the growth and 
development of the wealthier provinces is retarded. 
Excessive inter-regional transfers will inevitably 
have detrimental effects on Canada's competitive 
position in the world economy. 


The new proposals which were adopted in 1967 again 
shifted the base of the equalization payment from the average 
yield of the specified taxes in the top two provinces to the 
national average. Moreover, sixteen revenue sources were 
used, which made the equalized base "capable of taking into 
accCouneE more provincial variation.""~ The tax abatements to 
the provinces under the 1967 agreements became 28 per cent 
of personal income tax, ten per cent of taxable corporate 
income, and 75 per cent of succession duties. The concern 
for mounting costs to the federal treasury and the demand 
fOr anmMore rational method, of equalizing tax Capacities 
continued to streamline the formula. The new proposals were 
Seeneacewanrer reectrv.cemernod Or determinings Che wrevenuesnecds 
of the poorer provinces. The government, however, also 
recoguized the hardships ‘that would be incurred angsaskat= 
chewan, and included a special stabilization payment." The 
Atlantic Provinces Additional Grants (formerly called the 
Adjustment Grants), were abolished, but the Maritimes were 
guaranteed an equivalent amount in equalization payments. *- 
The move was presumably the result of the belief that the 
formula was now sophisticated enough that special grants to 
regions were no longer necessary. 

The 1972 agreements continued the trend toward 


Gexamining the total Lax capacity of Che jprovinces in the 


40. Federal—Provincial Tax Structure Committee, 1966, 
Dea. 


41; David B. Perry, "“Federal—Provincial Fiscal Relations: 
The Last Six Years and the Next Five," Canadian Tax Journal, 
XK NO 2 4) (UULY—AUguSt, 1972 jig tp.) SoS6 
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equalization calculation by increasing the revenue sources 
BSed=.t rom. 16. .to aS eh The, Cotal.cost..of equalization, Lo, fhe 
federal government has increased from 549.6 million dollars 
inetI67-68 £o,94e.9 miliion dolhars. in, 1972-73, an. increase 
of 71.7 per cent. At the same time, the basis of calculating 
the payments has become more selective. While the number of 
provinces receiving the grant has been reduced from nine to 
Sevenncince 95 /e, the GdistributionsoL, the. total, equalization 
payments in percentage terms has changed little. Table III- 
8 shows the per cent distribution of the federal grants to 
the-provinces,inyselected,. fiscal years. 

Wable ILiI-s 


Per Cente Distribubion et Paymentssiothe Provinces, 
pelected Years: 195/-58, 1962-62, 1964-65, 1907-63 
ana Log 2-73 


Province UIDIa 5Cyl IG 2=6 3 LCA 6p e967 =06) Pig 2-73 


Ni ld. sie AS 3 Tie ay ie 13.8 
| Sie ea i a8 2.3 Sa rae pels Det 
Neo tL iboas haha 13.9 12 al SO) 
NB. S48) 123 27 ie! 1029 
Total Atlantic 
Provinces Borel 44.4 Ades 39.0 B6% 2 
Quebec 292 SRG 36.5 49.7 Af 
Ontario --- --- --- --- --- 
Man. 9.6 6:6 Tiae 6.8 oe 
Sask. Leis ROARS) oi) 4.5 9.9 
ALCa. Saal Sw s Oe2 --- _--- 
Total Prairie 
Provinces 3.4 Zo. L/S i hyd gs 16s 
Rec. 6.13 --- --- --- --- 


Source: Adapted from Table III-7, supra., pp. 67-69. 


44. The 16 original revenue sources were: (1) personal 
income tax, (2) corporation ancome tax, (3) succession 
duties and shares of estate tax, (4) general sales tax, (5) 
motor fuel tax, (6) motor vehicle revenues, (7) alcoholic 
beverage revenues, (&) forestry revenues, (9) o1l royalties, 
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While the equalization payments in actual dollars were in- 
ereased to the recipient provinces, from the Table it must 
be noted that Quebec was the sole province which actually 
benefitted from the changes in the formula over the years. 
The Atlantic provinces as a whole gained for a few years, 
however their total share in 1972-73 was only three per cent 
greater than it was in 1957-58. Moreover, the share of the 
payments of the Prairie provinces decreased quite dramatically. 
The Maritimes could not really complain, however, because 
they were getting more money over the years. The Prairies, 
on the other hand, had reason to complain, as their share 
decreased in both actual amounts and in their share of the 
total equalization payments. 

the Change in, the federal vapproach from) that of 
developing rental options to a tax sharing system augmented 
by an equalization payment, has allowed greater flexibility 
in determining the fiscal need of the various areas. It must 
be emphasized, however, that the outcome of each round of 
negotiations was as much a result of political bargaining 
as a recognition of economic differences. The competing 
objectives of the various governments had to be reconciled 
in order to reach a consensus, and through this process, “ene 
federal proposals were amended in order to at least quell 
pressing objections from individual provinces. 

The need for compromise in a federal system in 
effect tempers the attainment of any one objective. The 
wealthy provinces were concerned with the total cost to the 
federation and the restriction of their taxing powers through 


the federal involvement in the direct tax fields; the poorer 


(lOenaturalicas troyalties,,, (11); (sales of Crown sleases and 
reservations (on. 01 krand natural segas “lands, *(12) yother oil 
and gas revenues, (13) metallic and non-metallic mineral 
revenues, (14) «water power rentals7ui(15)s0ther wtaxes, 9(16) 
other revenues. The three added in 1972 were: (17) heaith 
insurance premiums, (18) race track taxes, and (19) the 
provincial share of income tax on power utilities. 
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provinces were hampered by their restricted tax capacity in 
the provision of services seen as essential to all Canadians. 
All provinces were faced with satisfying limitless "needs," 

a problem which also plagued the federal Houeene oe The 
demands for limited revenues had to be satisfied. The 
federal government's desire to protect her own treasury, 

yet satisfy the provincial request that fiscal capacity and 
fiscal need be recognized and dealt with, resulted in her 
attempts to reconcile all objectives, both federal and pro- 
Vane lads. 

The financial arrangements, although affecting 
individual provinces, have been a very important factor in 
discussing regional disparities, for it is here that the 
issue is raised, and it is here that the attempts to deal 
with the problem by means of redistribution of wealth occur. 
In talking about regions, there is obviously something to 
the idea of "Strength in numbers." It is, however, not the 
only means by which the federal government has tackled 
regional disparities, for the provision of a°minimum standard 
of essential services did not necessarily get at the root 
of the problem, namely, the varying degrees of economic 
developmentabetween the regions ofsCanadac® inwansefifore to 
wJArCRCne poorck = provinces to a level” Orfeecconomic develop— 
ment and prosperity which would allow a certain degree of 
self-sufficiency, the federal government has embarked on a 
myriad of programmes. The emergence of the Department’ of 
Regional Economic Expansion is the latest concerted attempt 
to promote a more even pattern of economic development in 


Canada, and is the subject of the next chapter. 


45. It has long been recognized that needs, even basic 
needs, are subject to interpretation by the society. 
Demands for goods and services are seemingly limitless, 
consequently, the revenues that governments deem "necessary" 
to provide "needed" public goods and services have also 
never seemed sufficient. 
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CHAPTER IV 


THE DEPARTMENT OF REGIONAL ECONOMIC EXPANSION 


The creation of the Department of Regional Econ- 
omic Expansion in March of 1969 marked a new era in the 
attempt to resolve the age-old problem of regional dispari- 
ties. In introducing the legislation, Prime Minister 
Teucdeau NOeed?: 


We know . . . that regional disparities have existed 
Since the very first days of Confederation. We also 
know that the federal government has attempted, 
especially for a few years now, tc reduce such dis- 
parities by having recourse to equalization payments, 
cost sharing programs and an increasing number of 
regional development projects. 

f[Ajiter alil-such programs have been consolidated 
under the jsole Department of Regional Economic 
Expansion, we shall be clearly in a better position 
Colachievetreal co-ordinationvand centralization of 
our endeavours and undertakings in such a worthy.and 
Vital espnere in respect Of Our COUNtEY (sr rurune- 


The federal government thus committed itself to tackling 
this problem, and gave it high puicrity.. The reason given 
for such concern was expressed by Jean Marchand, who was to 
becone the first minister responsible for the new department. 


Canada as a nation can no longer live with the 
extremes of inequality which some people must now 
face simply because they are citizens of one part 

of Canada rather than another. Indeed, we cannot 
make the unity and identity of Canada secure unless 
we can remove the large disparities in the conditions 
of life in the regions of our country .2 


lb. @CanadaWetouse cfYConmens, Debates; sPinst Session, 26th 
Parliament, Vol. Vi, Pebruary 27,5 1969, >. o0lo- 


2, Canada, House of Commons, Debates, Pirst Session, 20th 
Parliament, VoL. VLL, March 20; 1969, >. 26824. 
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The government had taken the stand that now was the time to 
resolve the issue of regional disparities, partly because 

of the perceived ineffectiveness of the increasing funds 

that they had devoted to various programmes and partly 
because of the increasing importance of the issue in federal- 
provancialprelations. at. that time.> 

The political pressure exerted on the federal 
government by the provinces, coupled with the failure of 
federal efforts to achieve a reduction in regional disparities 
and despite the increasing funds devoted to the task under 
various policies and programmes, resulted in the adoption 
of a new approach. 

Thepapproach is characterized yby two Significant 
factors. The first is the very comprehensive nature of the 
programme, which involves planning, experimentation in new 
programmes and highly coordinated and comprehensive develop- 
ment plans. The comprehensive nature of the programmes 
were, toa large part, a determining factor in the second 
characteristic,-that is, the heavy dependence on the coopera- 
tion and coordination of both the provinces concerned and 
other federal departments and agencies connected with regional 
development. In order to provide the necessary vehicle for 
this approach, the Department of Regional Economic Expension 
Was Created. 

The failure of previous ad hoc measures to reduce 
the gap between the have and have-not provinces had been a 
source of frustration for the federal government for some 
time. Over the years, a number of federal programmes had 
been introduced designed to encourage development in areas 
of slow growth, and to reduce social as well as economic 
disparities. The Prairie FamRehabilitation Act (PFRA) had 
been set up in 1935 to deal with the problems in the rurai 


areas of the West arising out of the Depression, and had 


3. See Chapter 5. 
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continued its programmes under the Department of Agriculture 


UnGHieiGs jeransferslOuDRER vin 1969): During theisioesesy a 


number of other programmes were initiated dealing with rural, 


industrial, and social development. The major programmes 


were: the Atlantic Development Board (ADB); 7 the Agracut tural 


and Rural Development Act (ARDA), leBen the Area Development 


Incentives Act, (ADIA), eV e the Fund for Rural, Econemic 
Development (FRED), 1966; and the Cape Breton Development 
Conporwal1on “(DEVCO) L967. <The administrattonact these 
programmes was the responsibility of a number of federal 


departments, inclading Industry, Agriculture, and Forestry 


and Rural Development. Jean Marchand argued that the failure 


of the federal programmes to make any kind of progress was 
inmlange, parte due to whe lack sof co-ondinacioen end planning, 
and the ‘absence of “a cohesive plan of action. 


tmespive Of the best will am ene wortd, 1c tenet 
possible to ~selecu the reak pricuitics mor to obtain 
the most errective action whem four or five distinct 
bodies are involved which @fall under the) jurisdiction 
of four or fave different ministenms.  lLeam certain 
thate the bodies under consideragiron haverptrieda to 
avoid duplication and incoherence. However, they 
were unable to achieve this completely, and this - 
feds to a number of useless and ineffective eiforts. 


Giemiarlure (to reduce regional disparicicse "was Underlined by 


weeThe Board, “created in “1962, was primarily a research 
GOLiented body designed. to.advise. the. tedernad government of 
alteunatiue, plans Of ~action.Loycouncer-balance the idisedvan 
tages the region faced in attempting to develop economically 


y 


5. The Act was previously called the Agricultural and 
Rehabilitation Development Act, and was amended in 1966. 


6. The Area Development Agency set up by ADIA was the 
forerunner of the industrial incentives legislation passed 
in 1969, the Regional Development Incentives Act. 


7. Canada, House of Commons, Minutes of Proceedings and 
Evidence of the Standing Committee on Ff Beale Develo pment, 


First Session, 268th Parl jament, | Issue sue NO. bias November 22, 
1968, p. 28. Hereafter cited as Standing a eee 
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the reports of Statistics Canada. Table IV-1 shows the 
economic indicators used by Statistics Canada to measure 
disparity between the provinces and regions of Canada for 
Chesvear 969. 


Table IV-1 


Indicators of Provincial and Regional Disparities, 1969 


Personal Income Average Weekly Rate of Un- 


Province Pera Capita Wages & Salaries Employment 
% % % 

Neild: tL gslow Lee] 56 106 90 Les 
Deh aise AOL 63 81 69 ete & 
Neo. 2,304 i/3) 96 81 5.4 
NaS. 2,080 Les, oF 82 B55 

Average Atlantic 

Region apg ale 2 £28) ive aie hea. (a5 
Quebec 2 pOz2O 90 ELS 98 6.9 
Ontario Cycles) L116 22 ¥O3 Bie Ee 
Man. . 2,842 98 108 ih Zio, 
Sask. 2, OG 87 108 22 Seal 
ALtas OL es 100 Dis 100 Boel 
Average Prairie 

Region 2,784 36 nes as 2.9 
bec. 37 Lo LO7 Leo 110 50 

b G 

Canada 2,906 100 118 100 4.7 


a. Note. that, due .to the poor agricultural position that 
year, Saskatchewan's personal income per capita was lower 
than that of Quebec. 

b. Including the Northwest Territories. 

c. Excluding the personal income of Canadian non-residents. 


Source: Special Senate Committee on Poverty, Poverty in Canada 
(Ottawa: information Canada, 1971), p. Sl. 
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From the Table, it is clear that the Maritime 
provinces were the relative "losers" when it came to economic 
conditions. It was the persistent "last place" position of 


the Atlantic Region in terms of employment opportunities and 
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income which was to provide the greatest impact on the goals 
and priorities of the Department of Regional Economic Expan- 
sion. 

The Department of Regional Economic Expansion Act 
(RSC, 1970, Ch. R-4) was to provide the legislative frame- 
work defining the federal government's: role in the task of 
Fredueing reqrvondal disparities. Lt was’ clear from the 
beginning, however, that the federal government was not 
willing to establish the Department without some guidelines. 
While the government was willing to allocate considerable 
financial resources to the programmes, the funds were not 
unlimited. Consequently, the Department could not solve 
Eneworoorents OVErn1git, nol COUld Te act aes ocanta Claus.” 
It had bo. set: priorities. .it was emphasized by Marchand 
that DREE qwasy note desaqnedsto clamanatel poverty. pertlcer 
Its. approach was, to be based on regions rather than on the 
individual, and its goals were economic development and: the 
ereabion,of new Job, opportu nitiest 


They job. of-ehe new departments. .).9mustebe to, get 
down oO, Chel roocs.of ‘the: problems: wareh have: pro- 
duced the’ existing disparities between regions of 
Canada and help make the basic economic and social 
changes needed to create new employment and earning 8 
Opporctunities avallable to the people who need them. 


[O]ur job is to see that economic growth is dispersed 
widely enough across the country to provide equal 
access to opportunities of productivenemployment 

for Canadians everywhere. 


The Minister's reference to "everywhere" was qualified. The 
Departmentzadid not» intends to,allocatesfunds;, norespendsgthe 
time and energy setting up programmes where there was no 
chance of success. Thus, four years later, Marchand 


clarified the Department's role. 


Be Canada, ~House, of Commons, Debates Fisst Sessionar2sth 
Pamlaamencs Vol. Villy Mauch 20, 1969, p. 6804. 


9. Standing Committee, First Session, 28th Parliament, 
Teasue NO, 35, November 22, 1968, p. 238. 
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The purpose of the Department is to help regions or 
industry where there are some potentialities or possi- 
bilities or opportunities. If there are no _oppor- 
tunitiestat all) werdornot sgive.any money. 


Nor was the Department going to attempt to provide employment 
mieevenry hamberlorgvililagesacross,Canada. 

Regional development does not mean that there are 

goings, to be more obs in every county, [bt does not 


mean that there is going to be a new plant at every 
cross-roads, a new wharf in every harbour. 
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Regional economic expansion . . . means that the 
points at which development takes place are widely 
Spread across all regions of Canada. Everybody does 
not have to move to Toronto. But we must be clear 
that in the modern, dynamic economy there have to 
be movement and change. Our concern is that move- 
ment and change should happen within a region, not 
bDygactritronyo£f ¢theyregion. 


With the Department's task being limited to aiding 
amenassOfepotentaalagrowth andgthexnprovision ofsemployment 
opportunities, it proceeded to determine the methods for 
achieving these objectives. The functions deemed appropriate 
by the Department in achieving the objective of "regional 
economic expansion" involved areas of social as well as 
economic concern, as noted by Marchand. 


Wereare = > . talking not about induscrial= investment 
alone but about a> whole process of development’ =— 
about education, about changing motivations, about 
mobility, about training, about investments in 
social capital, about sewers and drains and utili- 
ties, about local leadership and everything else. 


The Department, in cooperation with the provinces, 
was to undertake an extensive series of programmes involving 
three basic=functions. «The first function) was) the-develop- 
ment of infrastructures, in other words, the provision of 


the utilities and services deemed basic to economic growth, 


10. Standing Committee, Fourth Session, 28th Parliament, 
PESUCENOL 2, LhUr LL 167. L072, pe LO. 


LiL perlesueeNo: 3) November 22, 1968, p. 30. 
Poewelist deg Den 2o. 


88 


el ae 4 


patbhe ot <agtini t veobech ition cnbengh on ain ae 


dremiiqae te poleiscty sft tas divedy istsnsdog 36! Se8IE | 
3 ebodsem, sh). ontmratet of? GeGndersy ti yaetdinsaaegge ) 


sialsqorgge temmeb sncijoaia we? . .aevideepde seeds gab edigie 
Jangbyes” Be aylaonlts dtd eos 'ehnse ad Snes tage oe . 
ae calla hija aise Tywtevas “welensixe Dimaaoge’ 


Such as roads, sewage, water, schools, and industrial parks. 
The second function was social adjustment and rural develop- 
ment, including such services as counselling, wwetraining, 
housing, assistance in cases where people had to move to 
areas of economic growth, education, and a number of pro- 
grammes designed to develop the natural resources of rural 
areas. The final function was the encouragement of industrial 
development through the use of incentives. These inter- 
related functions, coupled with a regional framework, provided 
the method of achieving the objective of ecanomic expansion. 
The term "region" was purposely left flexible. 
The programmes were to be adapted to the particular needs 
of each selected jarea fof rconcern /*and ithe) designation of 
regions and of areas were to be determined by the Department 
in consultation with the provinces concerned. Jean Marchand 
emphasized nis) weluctancel/te define rigidly whe term )iregion” 
when pressed by the Standing Committee on Regional Develop- 
mene scowdo So. 


Wesshould notehave: ‘such vasnigid, defination wr 
"region". , We have to understand exactly what we 
mean when we talk about "region," but it should 

not be so precisely defined so that we become 

Gaugnt or engulfed an that deftanition unable to do 
anychIng 16 Our programs ao Nou MSeL “cilis Ceramic ronm. 


13 
Economic factors did influence the definition of “region with 
indices such as rates of unemployment and potential for 
economic growth being taken into consideration. The selec- 
tion of "designated regions" and of "Special areas" within 
these regions was provided for in part by the Department of 
Regional Economic Expansion Act but the criteria to be used 
in selecting the "designated regions" were presented in a 
complementary piece of legislation -~ the Regional Develop- 


ment Incentives Act, which was assented to in July, 1969. 


isaeotanding: Committee, mast Session, 28th Parliament, 
Issue No. 3, November 22, 1968, p. 33. 
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3. (1) Subject to subsection (2), the Governor in 
Council, after consultation with the government of 
any province or provinces, may for the purposes of 
this Act by order designate as a designated region, 
fore the period’set out in ‘the forder/fanyeregion, 
comprising the whole of that province or those 
provinces or any portion thereof not less than 
5,000 square miles in size, that is determined to 
require special measures to facilitate economic 
expansion and social adjustment. 

(2) A region may be designated pursuant to 
subsection (1) only if the Governor in Council, 
HDOn Ene=repert or the Minister, 14 satistied tnac 

(a) existing opportunities for productive 
employment in the region are exceptionally 
inadequate; and 

(b) the provision of development incentives 
under this Act for the establishment of 

new facilities or the expansion or modern- 
ization of existing facilaties! anesthe 
region will make a significant contribu- 
tion to economic expansion and social 
adjustment within the region.14 


Awregion, "as defined by RDIAY could ’encompass*more thanirone 
province (a supra-provincial approach), could correspond to 
provincial boundaries, ‘or Could consistvorma pomt ronMors a 
province (a sub-provincial approach). The only stipulation 
With regard to ‘size’ was ‘that ‘a region ‘could not) bersmaller 


ye It had to show definite signs 


than 5,000 square miles. 
of economic stress, yet at the same time, it had to have 
the potential for economic development. The designated 
reqiuone,as“or duly? l,) W969)" were:* 7 'themprov mncesof New 
Brunswick, Nova Scotia, Prince Edward Island and Newfound- 
land (excluding Labrador); the eastern and northwestern 
sections of Quebec; and parts of Ontario, Manitoba, Saskat- 


chewan, Alberta and'iBritish Columbiace this’ sélection, an 


14. Revised Statutes of Canada, 1970, Ch. R-3. 


15. The province of Prince Edward Island, by itself, 
was thus not eligible to be a designated region under the 
Act, as its area was considerably smaller than the 5,000 
square mile minimum. It did, however, receive a special 
programme involving a comprehensive development pian under 
FRED and became as part of the Atlantic region, a designated 


region... 
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effect, ensured something for every province. 

Within the “designated regions," which provided 
the geographic boundaries for the RDIA programme, "special 
areas" were to be established where the federal and provin- 
cial governments would concentrate their efforts with regard 
to the provision of infrastructures. It was recognized by 
the DREE officials and the various interested parties in the 
Atlantic Provinces that to reach the objective of economic 
expansion, “viable growth centres" would have to be developed 
which would attract both»industry and pecple.. Thus; e"special 
areas" were to be selected from within the designated 
regions. These areas were either the existing centres of 
economic activity or had the potential to become so. 

Six classifications of areas were adopted in 1969. 
These werewealypesl: smajorneexisting Unbansecentresuan 
Bastern Canada which..could become the “focal point” sof, any 
economic development ;1® Type 2: centres which have gthe 
potential to-become socal poimts of 1economicydevetopmens, 
dueseostheiy location handsoroximity, te thanspormtatson, 
especially water, and proximity to natural resources;1/ 
RVDeCES: suaneas Orwhich people vane moving sfromegine ;outporeus 
[of Newfoundland] and where it is possible to provide better 
services;"78 Types4, nonthern Prairdescentres  whene potential 
resource-based industries may be developed and which could 
become focal points of economic opportunity;?? iy pea Bene 


cities of Regina and Saskatoon and the surrounding areas, 


16. The areas were: St. John's, Newfoundland; Halifax- 
Dartmouth, Nova Scotia; Saint John and Moncton, New Bruns- 
wick; Quebec City and Trois-Rivieres, Quebec. 

17. Tne areas were: “the Strait of Canso area, Nova 
Scotia; Sept-Isles-Port Cartier area, Quebec; and Corner 
Brook, Newfoundland. 

18. Five areas were selected in Newfoundland and ore in 
Labrador. 


19. The selected areas were: The Pas, Manitoba; Meadow 
Lake, Saskatchewan; and Lesser Slave Lake, Alberta. 
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which were selected because of the particularly difficult 
and unusual economic conditions the Province of Saskatchewan 
was faced with at that time; and Type 6: areas with the 
potential for the forest industry and processing industries 
related to the primary resource development in the provinces 


Or Oncario and Quebec. 29 


All of these areas were selected 
specifically for their potential to become centres of econ— 
omic expansion if development of the natural resources of 
the surrounding areas could be achieved and, as a result, 
industries could be attracted to them. The locations 
selected were in some cases very specific, and were "special" 
due to either short-term "emergency" situations, or to the 
fong-run economic potential of the’ larger region of which 
they werewa part.-t 

The Department was not to be hampered by a rigid 
classification system when working with regional disparities. 
Thus, in addition to sub-provincial units in their special 
areas section, and RDIA's provincial and supra-provincial 
classifications, the Department used a three-region classifi- 
cation in submitting its expenditure requests to Parliament. 
The three areas, Canada East (the Atlantic provinces), 
Canada Centre (Ontario and Quebec), and Canada West (the 
Prairies and British Columbia), appear to have been used 
merely as a means of reporting the estimates in an efficient 
manner. Another approach used by the Department was to 


emphasize the similarity between the northern areas of the 


20. The areas were: the Renfrew-Bancroft area, Ontario, 
and Lac-Saint—Jean, Quebec. The description.of the six 
types of areas was made by Mr. Tom Kent, Deputy Minister, 
Department of Regional Economic Expansion, to the Standing 
Committee, Second Session, 28th Parliament, Issue No. 2, 
Marciy24, 19/0, pp. 10-r2. 


21. Note that in the case of Regina and Saskatoon, and 
later, Montreal and sections of Ontario, special areas were 
designated which were not part of larger designated regions. 
In these cases, the emergency economic conditions, wicn 
extremely high unemployment rates in comparison to the 
normal rates, were the major reason for the designations. 
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tnineesrrdair ie provinces. The peculiar problems facing this 
"Northern Prairie" region, as opposed to the Prairies in 
general, led to the development of this grouping. Moreover, 
while DREE accepted the traditional Atlantic region concept 
asbeing functional for some policies, it also established 
programmes on a smaller scale, thus recognizing intra- 
wegtonaldittenences.” Thus, the concept of region was to 
remain fluid restricted only by the limits Smposed by 
Speciiic “programmes or plans falling within the three func— 
tional areas of the department. These three divisions were 
supplemented by a fourth which was responsible for policy 
development and the setting up of programmes. This branch 
was the one which was involved in negotiations with indi- 
vidual provincial governments. 

The functions of industrial development, infra- 
structure assistance, and social adjustment and rural 
development, were allevery closelyeintregrarcci.. | lis coordina 
t10n was in accord with the philosophy of the department that 
the total picture must be considered when attempting to over- 
come the problems of slow-growth areas. Consequently, 
programmes assigned to each area overlapped to some degree, 
and coordination between the branches of the department and 
other departments was vital. A brief examination of the 
various programmes indicates the complexity of the approach 
under DREE. 

The industrial development section of the Depart- 
ment has been carried out through two programmes -- the Area 
Development Incentives Act, which was passed in 1963, and 
the Regional Development Incentives Act of 1969. Both 
policies have used the incentives-to-industry approach to 
attempt to lure firms to slow-growth regions, thereby 
providing increased job opportunities. The Area Development 
Agency concentrated on grants based on CapLtal costs sonene 
firms. The result was often that the industries attracted 


to the slow-growth areas were capital rather than labour 
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intensive. Since the Department of Regional Economic Expan- 
sion was concerned with the over-all development of the 
Slow-growth areas, and was determined that employment oppor- 
tunities be increased, it resolved to rectify the situation 
hrough the supplementary legislation of RDIA. Eventually, 
the RDIA legislation replaced the ADA programmes, although 
commitments signed under the latter were to be honoured. 

The» legaslataon. creating. RDIAscontaaned. ai double 
formula for determining the grants to be made available to 
firms.e The first criterion insdetermining thes size) of. a 
grant was based on capital costs; the second on the number 
of Jebsecreateduas a,result, of. the: grants. 


The point of the double formula is to avoid favour- 
ing highly intensive industries, which is what 
tended to happen under the old ADA program where 
Ehe Incentive was relaced purely to fixed) capital 
COSt. 


The industrial incentives, Jean Marchand emphasized, would 
be of particular interest to Nova Scotia, New Brunswick, 
and eastern Quebec. 


the new program will ber considerably different crom 
the present one, and I believe will be much more 
effective in creating new, permanent and viable 
employment. This program will be especially impor- 
Pants torMNovay Scotlalye News Brunswick andmeastenn 
Quebec, though it will be of considerable SISE 
tance to slow growth areas in all provinces. S 


The industries were to be induced to settle in designated 
areas by favourable tax-free grants and loans. It was 
recognized that in order to make the incentives programme 
viable, the necessary infrastructures would have to be 
available in order to provide the utilities and services 


needed by the firms for a stable economic base. 


22. Kent, Standing Committee, Second Session zou 
Parbiament,..Ssue No. 2, March) 24, L970, p.. 20. 


23. Canada, House of Commons, Debates, First Session, 
Cochran vanent: eV Olaw Vidar oh) 21) 91969 — pw ove. 
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Thesfederdal=provincialsagqreemenpsacoverang) the 
infrastructure programmes of the Department were also of 
great importance to the overall programme of economic expan- 
sion. Comprehensive plans, agreed to by the federal and 
provincial governments, designed to bolster the infrastructure 
of the "special areas" were drawn up across Canada. 


Theypurpose ofyinirastructure assistance: is) tor help 
comminities develop the physical and social capital 
That tse requiredsto facilitate economic Growcn: 
THEegpranerpal “program Lorwthisseascsistance ais the 
Special Areas program through which federal finan- 
cial assistance is provided under federal-provin- 
Gaol magneemeneset ors cherconsemucti1on potmwarerrand 
sewer systems, industrial parks, roads, and bridges, 
port facilities, schools and serviced residential 
land.24 


jThessecond programme oF thesantrastructurerassistance branch 
was the special highways agreement signed with certain 
AtlLanticaprovinces designed to providessamproved road trans— 
pDeEplLation, facwibyeres . i ebecause oft theviananczaleimplicatvons, 
the federal government was reluctant to offer this particular 
programme to all special regions and this led to its decision 
provide specralstegislataon! rather than;yincorporatesthe 
assistance under the special areas programme. This branch 
OfeDREB@Gasecloselys tied torthesthirdsfunctaonsof the 
Department -- social adjustment and rural development pro- 
grammes, which are, in large part, carried on by legislation 
predating the Department -- ARDA, FRED and PFRA. 

The social adjustment and rural economic develop- 
ment branch of the Department "encourages people to take 
advantage of new opportunities in’ the use of natural 
resources to increase their ine omenwue toiiskalso toncemned 


with the training of people to ensure that they are in a 


position to take advantage of improved economic opportunities. 


24. Canadian Tax Foundation, National Finances, 1972-73 
(Toronto: Canddian Tax Foundation, 1973), pe 149. 
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Thus, the programmes include counselling, education, and 
retraining services, as well as programmes designed to make 
better*use 4of *farm Lands (under °ARDA) FRED) sand @PFRA) -eand 
to develop industries based on the natural resources of the 
Region, such “as “forestry and "fishing; *or*the tourist 
industry. 

The ARDA agreements have become, in effect, five- 
year plans, and have concentrated on the development of the 
primary resources of the regions. As a shared-cost programme, 
ARDA ssVagreements ‘between federal and provincial governments 
highlight the importance of the provincial presence, since 
the administration of the programmes is left to the provin- 
Grvaleqovernments "+The emphasis? on=thevdevelopment of the 
natural economic potential of the region is shown by the 
agreements in the Prairies and in the Atlantic pegion> (In 
the Prairies, the agreements have been concerned with farm 
eonsolidation, livestock production, Mand ‘the "tourist *indus— 
try. The programmes in the Atlantic region have involved 
born tee "deve lopmenteoet Brheriishing@industry Mand the tourist 
industry... The;social aspect of vARDA.as exhibited by the 
special agreements signed with the Prairie Provinces which 
were related to the particular social conditions facing a 
larges=number of Metis and Indian=peoples who *surttered from 
a noeiceables lack.ot participation in the general prosperity 
of the provinces. Special ARDA agreements covering areas 
containing a large proportion of this segment of the popula- 
tion were signed with the individual provinces concerned. 
The agreements in these cases were primarily concerned with 
social adjustment programmes, such as training, counselling 
et cetera. It was believed that these services would give 
the people a better background for entering into the general 
economic. prosperity of the region. 

The social adjustment programmes were also incor- 
porated’ into NewStart corporations, first, established in 


1966. The programme "was designed to provide experimental 
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projects to test and develop new methods of preparing people 
in designated and special areas for employment ."7° Re ot 
December, 1971, corporations had been established in the 
provinces of New Brunswick, Nova Scotia, Prince Edward 
Island, Manitoba, Saskatchewan, and Alberta. This programme, 
however, is being phased out, probably due to the overlapping 
With other programmes in DREE and the lack of direct Control 
by the Department over the actions of the corporations. 

Special programmes have been designed for regions 
showing particularly acute problems. A programme was 
developed to cover the whole of Prince Edward Island, an 
agreement involved in almost all segments of the Island's 
economic and social lite. The FRED programme is a fifteen 
year planewithva total budget of s/2e milion. Lhe, rtederal 
Contrrbucaon 26 s225 million pilus a minimum Of 526.6 miliion 
in interest-free loans to the provincial government. The 
actual federal contribution is much more -— a point empha 
Sized by Marchand in the House of Commons. 


Pljlaking the Cotal amount of Gach party's contra- 
bweton, emeaning-soO00 mi Vigon ToLbe: providediby 
Prince Edward Island as against the relatively 
modest, Contribution of S225 millaon from. the tederal 
GOVErninent, els ROL ARVeryeTaLrNWay=co Prescnteine 
Problem forvw--=. 2 Jncluded gn this sum or S500 
million from Prince Edward Island is a large por- 
ELOnMOL TEs regularsbudget, meaning that several 
things that have been included in the project are 
part of the normal services and actavitzes of the 
province, VOLo which wempay “abours60)perscent 98 the 
budget through the tax equalization program. 


The services to be provided in the special agreement were 
included in such responsibilities as education, assistance 
In sche intrastruciures of roads, bridges, walter and sewage 


facilities and the development of natural resources. Other 


26. National. Finances, 1972-73, pp. 153-54. 


27. Canada, House of Commons, Debates, First Session, 
2otieranliamenuy, Vole Vito Maren 21, L9697 wp. 6952. 
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areas of concern were manpower retraining and health and 
welfare programmes . 7° A special programme was also signed 
with Newfoundland, which, in addition to the comprehensive 
plans for economic development similar to those for Prince 
Edward Island, were resettlement programmes. The objective 
was to move families from isolated outports, where the 
economic and social conditions were unacceptable, to areas 
where better economic opportunities and social services 
couldebe developed. 

Theseuse tor ethe soublic teorperation tin sencouraging 
economic development in slow-growth areas gained some 
acceptance with the creation of the Cape Breton Development 
Corporation in 1967. DEVCO was set up to deal specifically 
with sebesrapid .decline of the coalesindustmy “located in the 


region. This sector had been in great difficulty due to 


thé wsacher costs ~incurredain extracting “he szcoal «from ur ther 


and -fumther out v~inderneath ithe ssea,Eloor 4) DEVCO -wasi sto 
decrease the dependence of the region,on the coal industry 
and open up, if possible, other coal mines which would be 
more seconomical.er,AS in most public corporations, DEVCO was 


partly independent of the government, and was to advise the 


w 


minister responsible for DREE (after 1969) of possible plan 
for development.in. the area. The lack of control resulted 
in Some nesitation Om the part of the Department when 
considering the establishment of Similar institutions else- 
where 

Despite some reservations, however, the special 
conditions in the provinces of Newfoundland and New Bruns- 
wick resulted in the establishment of two other corporations 
designed to promote economic expansion. Newfoundland's 
economic position had not changed.in, the sears between) 11969 
tonlo/ Ddespite thesambiticus projects undertaken by the 


federal’ and provancialcqovernments: “Due to “the persistence 


26. Watvoneal Finances "0972-73, vp. 159". 
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of the high unemployment, and the economic base of the 
island, the decision to set up a public corporation was 
announced by Jean Marchand in 1971. 


The fact remains that the economy of Newfoundland, 
to a much greater extent than elsewhere, is made up 
of a large number of relatively small businesses. 
Many of these are of a size which would make it 
impracticable for our incentives program to be 
extended to them. Accordingly, after discussions 
with the Government of Newfoundland, I am proposing 
to my colleagues in the federal government that a 
special development corporation be established under 
provincial law to provide technical and advisory 
services of all kinds to entrepreneurs in Newfound- 
land, to help investors in that province take 
advantage of our incentives program and of the 
other programs of the Department, to assist in 
equity financing, and to wrovide Joans to small 
investors so that they can modernize and expand 
Eherr hacvinetestormestab bish tiewnoness 


In the case of New Brunswick, the lack of Success 
in the incentives programme in the special area of Saint 
John resulted in the decision to set up the New Brunswick 
Multiplex yCorporation Limbted. ssMoreover? cltvimtroducedta 
new approach in the attempt to develop an industrial base 
in the special area. 


On a joint basis with the province, we are going to 
try to establish a complex of metal working plants 
ticle, caine wm aLecasoL New Brunswick. | tania Ss cep 
is being taken in recognition of two fundamental 
facts. First, while industrial incentives can be 
effectiveswin stinalating,sindustriessewhich shaveta 
resource affinity with a region or in attracting 

Che more: truly “footloose industries, rhesc erteccs 
May not cadd) upto thermajon (development thruststhat 
a Sslow-growth region needs to break out of its cycle 
of stagnation. The second fact is that for many 
types of modern industry the critical location 
factor is the absence of technologically related 

and ancilliary operations. In the absence of these, 
ansundivadtal aplane cannoterehy ion tgetting replace— 
ment supplies, specialized components and technical 


29. Standing-Conmittee; Third Session, 28th Parliament, 
TssuaiNoe ro eMarch 2 94 6197.1, os ahs peace Marchand rlater 
explained that the federal government would participate in 
the corporation. Ibid., issue No. 7, Marcie 7. 297 1 opp. 
6-7. 
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services when it needs them. 


[A] corporation called New Brunswick Multiplex Cor- 
poration limited [will be acting] as our agent in 
promoting the establishment of a multiple industry 
COMpless ineoai nit wWoObn. 


The multi-complex approach introduced here was a result of 
the continual assessment of its programmes that the Depart- 
ment. Underwent, both on its Own initiative, and tnroughn pene 


scrutiny of other interested parties -- the Opposition in 


Parliament, the provincial governments, and concerned interest 


groups. 


A number of problems were expected by the Depart- 


ment to crop up as its programmes were developed and adminis- 


tered. The most important of these was the necessity of 
ensuring the cooperation of both the’ provincial governments 
and the various departments in the federal government. The 
comprehensive nature of the new approach, which involved 
all Bacets jof socal and economic dite; meantwthis coopera= 
tion was vital to the success and even the survival of the 
Department. 


[rjc 1s NOt only a problem or having cocrdinacion 
among rche, difierentadepartments of the federal 
government but with the provinces too, and if we 
Cannot Obtain tCnis* Cooperation OL COUrse Wwe are 
Panaiyecd -- there is no doubt in my mind about 
that.31 


Coordination within the federal government was needed to 


ensure that the efforts of DREE were not impeded by the 


actions of other departments and agencies. The minister was 


given the power to coordinate the federal programmes related 


to regional development by the Department of Regional 
Economic Expansion Act. Referring to the special areas 


which were to be set up, the Act stipulated: 


302 Standing Committee,” [ssue No- 67 pb. oe: 
31. Standing Committee, First Session,28th Parliament, 
Tesue NO. 93, November 22, 1963; p>. 35. 
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2. (1) Tee Seppthethinistereshall 

(a) in cooperation with other departments, 
branches and agencies of the Government of Canada, 
formulate plans for the economic expansion and 
Social adjustment of special areas: and 

(b) with the approval of the Governor in 
Council, provide for coordination in the implemen- 
tation of those plans by departments, branches 
and agencies of the Government of Canada and carry 
out such parts of those plans as can not suitably 
be undertaken By such other departments, branches 
and agencies.? 


Inter-departmental cooperation was not something that simply 
could be legislated into existence, however. 


There is the matter of attitude. We have this 
problem of airports, for example. If we have a 
depressed area which would be helped by an air- 
pOrte and the Départmenc of Transport decides to 
build the airport somewhere else, without any 
serious reason, and we do not have an opportunity 
to discuss it, then of course what we are doing 

is to a certain extent useless. I agree that this 
PS peooably the main problems but lL do: noltethank 

it can be solved by law. It becomes a problem of 
attitude of the Cabinet and the other ministers.33 


Anointerdepartmental “consultation structure’ ™ was developed 
to ensure "the regional and area considerations are always 
pete takenif&udly into, accountsberoresene finalideeision 12s 
made in areas affecting regional development ."> The 
effectiveness of this communication link depended as much 
oneatti tude as onsthesprovision cf structures s themselves. 
To further the inter-departmental coordination, a "coordin- 
ation and liaison" branch within the Department of Regional 
Economic Expansion was created in 1972. Since many federal 
policies affect regions, the task of coordination appears 
to be considerable and it is premature to assess its 


effectiveness. 


32, Revised Statutes of Canada, 1970, Ch. R-4. 


33° Marchand, Standing Committee, First Session, 28th 
Parliament, issue,.No. 3, November 22, 1968," pv 32. 
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The ®Moperation and coordination between the federal 
and the provincial governments was also of vital importance 
to the survival of the Department. Cooperation was to be 
assured by meeting with the provinces “to discuss all the 
problems and to try to see how we can solve them within our 
respective jurisdictions."3° 


The key to avoiding difficulties of course is the 
eloseness of the common consultation, discussion 
and Cooperation «that there is. at the very earliest 
Stage an developing plans. 


The integration and consultation needed in the planning and 
administration of programmes was to be achieved through the 
use OL (committees and «working groups. .~AsJOini Planning 
Committee was created to ensure that the consultation neces- 
sary in the early stages of developing the programmes for 
the various designated regions or special areas was ensured. 
Moreover, to ensure the coordination necessary between 
Various federal and sprovineval "departments associated with 
a particular plan, Joint Working Groups were established 
where™@ the edéral<and provineial officials and@delegates 
would discuss the policwtes: and programmes.’ 

The division, of powers between the federal and 
provincial governments was to be respected in the amplemen-— 
tation of programmes under the Department of Regional 
Economic Expansion, despite the need for cooperation and 
coordination between the two levels of government. The 
question of the degree of control that the federal government, 
through DREE, was to exert in the programmes was a serious 


issue, and one which involves the federal spending power. 


35.4 Marchand, otanding.Committec, Hirst session, 23th 
Par lwaemenc,. LSSUC NO. ayaeb.- poo 


BO Kent ye Op vee. , pr. 35% 


37. See the onganization chart of the Department of 
Regional Economic Expansion, Appendix A, Standing Committee, 
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The federal government was allocating considerable financial 
resources to the programmes, and it was natural that they 
felt that they had a right to influence the spending of the 
monies. The provincial governments, on the other hand, 

were jealous of their responsibilities given them under the 
British North America Act, and as the programmes were 
heavily involved in provincial areas of jurisdiction, they 
demanded that their priorities and ideas be taken fully into 
account. The conflict between the two levels is alluded to 
bepgeblysbyeMr. Kent, when-referring to: thesdesignatzonror 
special-areas- 


[IT Eases: akgenuinesj ointeprocess in*whiehwone Einds 
thatewhule- our role’ certainly is. that specaal 
financing is being provided and, therefore, one 
would expect that we would have a very large say, 
in practice, in a working negotiating relationship, 
it sometimes feels as if we do not have enough 

Say —Ee this esmnOtea CELELCUSMoZaces & 
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Everything Covered by these infrastructure agree— 
Meneseis wane provincial jurisdiction :) The .agree- 
ments would not be necessary otherwise. If they 
were in federal jurisdiction, then the federal 
government would just do the work. 


Thesproblem,athen, Gwasvehe difficulty involved in working 
ou an arrangement acceptable to both levels of ‘government, 
when monies were made available by the federal government 
(elther dnp toto or in part), and the responsibilities: for 
the most part Day %within the’ jurisdictions of the provincial 
governments. 

Another problem facing the Department of Regional 
Economic Expansion and one which has been continually raised, 
isethe ques cion Of priorities. 


[T]here are many underdeveloped regions in Canada, 


not only one. The point I would like to underline 
is that we cannot work efficiently in all regions 
at the same time. It is impossible. We cannot 


38. Standing Committee, Second Session, 28th Parliament, 
TSsuerNOumomeMarchoe4; (1970, Ppeac4. 
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arford vit. e8Probably it: would cost billions o£ 
dollars to do it, so we will have to make a choice. 
We will have to start with those that are in the 


worst shape and ea to help them and ask the others 
COcWwat tala ire. 


The decision to favour certain regions was bound to create 
nostility sin other Sectors of the country. Tt asi interesting 
to note that the federal government managed to designate 

at least one part of every province as an area of concern, 
however, the Minister, Mr. Marchand, emphasized that the 
first priority would be to programmes in the regions of 
slow-growth in the Atlantic provinces and in eastern Quebec. 


Tothink the greater part of our, errorts will, be 

in the Maritimes or in Eastern Canada. That does 
not mean we are not going to worry about what is 
going on, say, in Northern Ontario, or Manitoba, 
or in the northern parts of Saskatchewan or 
Alberta, but I think we will make a cs effort 
for the Maritimes or Eastern Canada. 


The decision to concentrate the energies of the Department 
on "Eastern" Canada is demonstrated by the monies spent 

in this area compared to the other regions of Canada. Table 
IV-2 shows the distribution of funds under DREE between the 
three regions in 1972-73. 


Table IV-2 


Department of Regional Economic Expansion: 
DESELOUCTOnFOEsPunds,, 2 9/2—-16 


Canada East Canada Centre Canada West 

$ Per S Per S Per 
Mi bizone..1Capirca Mi liaons Capita Milwions Capita 
LOZtS $49.39 Se) KS) S405 a2 pS dla OF) 


Source: Standing Committee, Fourth Session, 28th Parliament, 
L972 peLssue 1, Appendixes. 


39. Marchand, Standing Committee, First Session, 28th 
Parliament, Issue No. 3, November 22, 1968, p. 38. 


20. Standing COommceee,, Pine. Session, 28th Parliament, 
Tesue Noe Go, Maren l3, 1969, pp. 140-41. 
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The determination of the Department to concentrate 
on the slow growth areas of the Atlantic region, and the per 
Capita discrimination between Canada West and Canadas East 
and Centre rankled the Western Provinces. The concern that 
the development of the slow-growth areas in the West with 
great potential for expansion was being ignored by the 
federal government was expressed by the western premiers at 
the Western Economic Opportunities Conference in July, 1973. 
The premiers argued forcefully that the federal government 
should concentrate more effort on the Western region, and 
thee ,,Cn Cop jot this, the slow growth of western industrial 
development was due in part to federal programmes. 

Thus, Premier Schreyer of Manitoba emphasized: 


Whale there are a variety of factors which may 
account for Canada's disproportional development, 
it is our feeling that the influence of certain 
federal policies has been especially significant. 
It is generally accepted, for example, that national 
transport and tariff policies have played.a large 
Pact. of the economic expansion of (Central Canada, 
ya (Sad iSisy Gye) helate expense of the West. 

Similarly, various industrial assistance 
programs have provided relatively little encourage- 
ment to growth in Western Canada. 

Similar inequities have been experienced in 
respect of assistance through the Export Develop- 
ment Corporation and through DREE's industrial in- 
centive program. 

Along with the Premiers of the sister provin- 
ces of the West, I believe that the Federal Govern- 
ment should provide much greater support to the 
industrialization efforts of Western Canadians. 

In particular, we contend that all federal policies 
telating tO industrial expansion <=. 7 should be 
designed so that they will not discriminate against 
the Western Provinces and will instead help us to 
realize our full development potential. 


Premier Blakeney of Saskatchewan reiterated the need for the 


41."Verbatim Report of the Western Economic Opportunities 
Conference, Calgary, July 24-26, 1973." July 24 (monmning), 
pp. .ol-3o. “Unoriicial copy: 
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development of the industrial sector in the West. 


We need secondary manufacturing to provide jobs for 
our young people. 


e * e e e e e e e. ° e e e ° e e e . e e 


In the past, Governments, federal and provin- 
cial have talked about promoting secondary industry 
in the West. 


Indeed, in the past few months, the federal 
Department of Regional Economic Expansion has 
stated the situation almost exactly as I have 
Stated it today. 
So we, all of us, appear to be in agreement 
OnsOUr basic Objectives. A? 
If this is so, why haven't we achieved them? 


The dissatisfaction of the West with the discriminatory 
policies of DREE, which were intentionally favouring the 
Atlantic provinces rather than slow-growth areas across 
Canada, coupled with the dissatisfaction of all provinces 
with the centralization of the Department in the decision- 
making processes and the allocation of funds, was recognized 
by eche=hepartmenc it) 19/2. process 0: Le=negociacion was 
Begul,. Wilch aS Strlt in progress. This neweapproaci 
emphasized the role of provincial governments in policy 
formulation and the administration of programmes. it was 
announced that the Department would be decentralized, with 
regional offices being introduced." Moreover, the reqional 
differences in all provinces of Canada would be taken into 
account more £UMyY than they had been in the pase. Thus, 
the provinces’ participation, which had beenp;recognized at 
the outset of DREE, would be given more attention. The 
difficulty of providing a general framework which would fit 
the requirements of all areas in Canada was to be overcome 
by the increasing decentralization of the Department. 


Regional economic development poses complex prob- 
Yems that vary from perzod to period and from place 
to place in Canada. No simple nor single solution 
is likely to be found. New and more flexible 
approaches are considered necessary and it is hoped 


42."Verbatim Report of the Western Economic Opportunities 
Conference," pp. 39-40. 
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that the discussions with the provincial governments 
will lead to greater and increasingly more effective 
federal-provincial action to overcome regional dis- 
parities and to encourage economic and sogial develop- 
ment in the slow-growth parts of Canada. 


The decision by the Department to involve the 
provinces more fully in the area of industrial incentives 
and to provide regional offices was announced in May by the 


new Minister, Don Jamieson .*” 


The determination by the 
federal government to continue the expansion programmes in 
the slow-growth areas of Canada, with continued negotiations 
with provincial governments, has resulted in alterations 
both in philosophy and in practice to the Department. The 
industrial incentives programme under DREE, for example, 

was in the future not to be restricted to the designated 
areas but to industries in all areas with slow-growth 
spaces Moreover, the new Minister emphasized the 
necessity of cooperation between the federal government, with 
its*national priorities, and the provincial governments, 
with their particular programmes and problems. 


The proliferation of public programs over the last 
25 years. has made improved government co-ordination 
a matter of some urgency in our society. 


° ° e ° ° e e. e e e e e e e e e e e e e ° ° e e ° e 


galu 2eam talking fabout, co-ordinaliongingpumsulGaor 
limited and carefully defined objectives related to 
major developmental opportunities that have been 
identified jointly by the two senior levels of 
government. It seems to me that. this kind of co- 
ordination snould be regarded, not just as possible, 
but as something close to essential. 


43. Department of Regional Economic Expansion, Western 


Region: Economic Circumstances and Opportunities (Ottawa: 


Rerriy 1o73) pe rs A Starr Paper Preparcd for =the Western 
EconomicsOppor tunities. Conterence < 


44, Edmonton wournal, May 31, 0197 Spipek2oe 
45-4 ‘bb ad. 


46. Don Jamieson, Standing Committee, First Session, 29th 
Parivament, issue No. 2, April 10, .19/37..p. 23; 
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The degree of federal-provincial consultation carried on by 
the Department is one of the most important characteristics 
of its approach in its endeavours to reduce regional econ- 
omic disparities. 

Jean Marchand, when the Department was first 
established, emphasized that the programmes were of a medium- 
term nature, and that the effects would not be necessarily 
immediately apparent. 


[W]e shall not have recourse to short-term expedients 
CI LO vaguerslong-Eerm intentions. ..Weswant.<o realize 
constructive, practical projects on a short-term 
basis. Hence, we shall include in our planning all 
the various efforts which we intend to undertake 
dusang the next faitteen years. 


The range and variety of the Department's programmes meant 
that experimentation was inevitable, and experimentation 
invariably leads to mistakes and, as a result, to modifica- 
tion. Programmes were criticized in Parliament and by 
various affected groups across the country. The Department 
TESeCITVCONEINUCdSALO aSSeSss Its programmes, aleerning chem, 
and renegotiated agreements with the provincial governments. 
It is beyond the scope of this thesis to examine whether or 
not the Department was or was not successful, if in fact 
With only four years of their plan gone such a task 15 
possible. The programmes are still in their infancy, and 
any progress will not as yet have really made its total 
impact. 

Nevertheless, the creation of the Department of 
Regional Economic Expansion is an extremely important 
component of federal-provincial relations. The degree of 
consultation and cooperation needed in achieving the goals 
of the Department has resulted in the Department becoming 


a major factor influencing relations between the two levels 


of government. 


47. Marchand, Standing Committee, First Session, 28th 
Parliament, Issue No. 3, November 22, 1968, p. 29. 
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- - I think members of the Standing Committee on 
Regional Development know that the great bulk of the 
Department's activity has been carried out under 
federal-provincial agreements, providing it with a 
unique and challenging experience with cooperative 
working arrangements between the two senior levels 
of Canadian government.48 


The increasing funds allocated by the federal government to 
regional development, in an effort to reduce the disparities 
between the ‘have’ and “have-not’ provinces of Canada, indicates 
the importance of this issue in Canada. Table IV-3 shows 
the total expenditures of the Department from the years 
1968-69 to 1972-73, with the forecasted expenditures in 
1973-74. 


Table IV-3 


Department of Regional Economic Expansion 
Expenditures, 1968-69 to 1973-74 


Year Million % Change _ 
1968-69 beast) -- 
1969-70 Pe ys ee" 42.7 
1970-71 26055 452 
1971-72 308.6 Tess 
1972-73 S20. 4.0 
1973-74 51320" n.a. 


anlhLs figure tisanot comparable with, therother years, 
fOrererrorecaccs not only the budgetary , but tne non 
budgetary expenditures. However, the forecast, tor 1972-73, 
for both budgetary and non-budgetary expenditures was $452 
Million, thus the increase for the total expenditures was 
NES eo Wee: 


Source: Canada, House of Commons, Debates, First Session, 
P9che Panliamenc, Vol. 27 vune 15) 1973) p. 59.oand 

Jamieson, Standing Committee, First Session, 29th Parliament, 
Lesue Noe 2) Apri. VO78197 5, pp. 4-5. 


AC. Vlamieson, Standing Committee; Firstisessi0n, 29th 
Parivament, 1Ssue No. 2, Apra 10). 19/35, De 7s 
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The federal commitment to continue agreements with 
the provinces and to increase annually the amount budgeted 
specifically for regional development through DREE indicates 
the importance of this policy area. While the dollar terms 
may be insignificant in many respects, it must be remembered 
that this is only one of a number of federal policies 
designed to overcome the problem of regional disparities. 

The Department of Regional Economic Expansion, 
while it may be altered as a result of new approaches or 
through federal-provincial negotiations, has become an 
important vehicle in the attempt to resolve the contentious 
issue of reqional disparitaes in Canada. The, importance of 
Elteetscve in federal—proyineialstelationsainerecen. years 
is borne out by the attention focused on it in the constitu- 
mloveleC OlberenCes invine years, 19690) colo ll wiere tlie 
federal and provincial governments struggied to provide 
Canada with a new constitution and a new approach to govern- 
ment. Regional disparities was once again an issue of 


dispute between the-various governments of Canada. 
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CHAPTER WV. 


CONSTITUTIONAL REFORM AND THE ISSUE OF REGIONAL DISPARITIES 


The growing concern with the persistence of 
regiondbidisparaties: mesultedian ats wncelusioen wnsehe dis 
cussions of constitutional reform which took place during 
the period 1967 toelo wes Whe ont edenatuon! of slomonrow 
Conference, convened by Premier Robarts in 1967, gave first 
expression to the determination of some provincial premiers 
that the British North America Act needed to be re-examined 
and revised in the light of the nation's development since 
Confederation. At that inter-provincial conference, it 
became evident that the major issues confronting Canada 
were: first, the bi-cultural nature of Canada; second, 
regional disparities; and finally, federal-provincial rela- 
tions in general. The relative importance of each of these 
woplcs wanded amongst the provinces. Thus, for example, 
while Quebec and Ontario spoke at great length on federai- 
provincial melavionsmand the cole, off theserenchandhkngiasH 
eultunes iin: Canada jethnewtlantics provincesiweneiitarm mone 
concerned with the presence of social and economic disparities 
between the regions. Premier Robichaud of New Brunswick 
stated: 


Canada must do more to overcome regional economic 
and, social disparities in, the Confederation of 
tomorrow. Le iS My oirm Conviction tha severe 
and persisting disparities in the levels of ‘ser- 
vices and in the range of opportunities do much 
to fragment Canada, possibly much more in the end 
than differences of language and culture. 

Cultural Variety can enlarge the freedom) and 
the humanity of every person. Economic and social 
deprivation can only diminish life. Great gaps 
between the regions of Canada with respect to 
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services and opportunities can only serve to exclude 
many thousands of people from meaningful participa- 
Cion in the Canadian community: 


The “interest shown in discussing the Constitutional 
implications of these topics varied amongst the provinces. 
Premier Johnson of Quebec emphasized the importance of 
writing a new constitution which would reflect the modern- 
day problems facing the country. Premier Smallwood of 
Newfoundland, however, was not very concerned about dis- 
cussing possible constitutional reforms. 


ree rares  cnle= land. cO-nas ten tne wt) lc. of Urey 
where wealth accumulates and men delay and the rich 
get rich, and the poor get poorer" -- the rich prov- 
mces: Get Lichner and ene poor Provinces con = get 
POOCrer, sOULT tiey get poorer in relation co ene 

pach onesee (lhas asmenes problem. 


e e e ° « e s e © e e e . e e . e e e . e e e e e e 


Now do you expect us, seriously, if you 
won- Esinterest yourselvessain, his) side_oft the Can- 
adzam problem, do you. Seriously expece us co ce 
abkivnot and bothered and exeitedq about™const2 tutional 
GhangesereDo you Seriously?) 15 tCelisyougeyouewallebe 
wasting your time. 


The problems encountered by some provinces seemed only 
Temoteby connected. to constitutional rerorm, whale che con— 
cerns of other provinces, and particularly Ouebec,. were very 
mucherelated to the division of powers and the cultural 
PrLGOViSiONS Contained in the Constitution. 

ft was recognized that, in order to get discussions 
Of Constitutional reform off the ground, the perticular areas 
of concern of both levels of government, and the individual 
provincessas well, jwouldshave to_gbe included. Thus, when 
the first Constitutional Conference was convened by Prime 
ianLectern.pearsom,cvegional disparities was one of the topics 


to be discussed. Premier Smith of Nova Scotia had specifically 


7. The Confederation of Tomorrow. Conference, Toronto’, 


November 27-30, 1967; Proceedings (Toronto: Province of 
Gntarvo, mimeographs 1968) >" ps) io" 
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asked Chaterttbesineluded on-=the agenda.> Since tEheerssue 
did not seem to fit into discussions on constitutional 
reformpppremuer Smithsfeltecbliged to justify “its+inclusion. 


The conference so far has been dealing principally, 
rideed Entirely, "with Constitutional duestions.. 1t 
seems to me that one of the most important considera- 
tions that we ought to have in mind is, what we want 
a constitution reallystordo, wAs DEhthink iemay bave 
Said on another occasion, surely what we wanted to do 
is to provide the best environment we can in which 
Canadians can live and develop to their full poten- 
Lidl. This it seems to us, requires that. in) so 

far as Che Constitution can, Lt should provide the 
best possible means for fostering balanced regional 
economic growth. This is a question that has long 
been considered by many to be one of the most A 
pressing problems with which Canadians must deal. 


The goal of regional economic development then, was to be 
aided as much as possible by constitutional provisions. In 
Ehetbeginning, eitowas not; clear exactlyshow thistwasato be 
achieved, other than by ensuring that the federal government 
hadsthesstrength and! authority tomaidethe provancespecither 
financially or through specific) federal progmamnes: 

Attthe outset; *it hadsbeen/emphasizedyby) the fed— 
eral government that it had not called the conference in 
order to provide the provinces with the opportunity to reduce 
the powers of the central government. Prime Minister Pearson, 
in his opening statement, emphasized the importance of 
maintaining a strong central government. A major justifica- 
tion tor this’ position was linked to regional Gispar@ties: 


[The] federal government will, of course, be receptive 
to the wishes and open-minded to the proposals of 
every province. But I would be less than candid if 


Seuiteawnushs taethank, youleMr.wChaarmane{ PramerManister 
Pearson], for having agreed to Nova Scotia's request to 
placeson~ tie agenda fone Chae (eCUs ra sues EheCmaEcer noe 
regional economic disparity.' Constitutional Conference: 


Proceedings, First Meeting, reneuary 7 lary 5-7, 1968, Ottawa 
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1 failed to point out that there are certain federal 
positions which must be maintained. The federal 
government must be strong enough to carry out its 
responsibilities for moderating economic fluctuations 
and for promoting balanced economic growth. It 

must be able to promote economic equality for 
Canadians an ali parts of the country and tor every 
economic region. 


It is evident that this position was whole-heartedly 


Supported by the Atlantic premiers. The difficulty encountered 


by other provinces was in interpreting what powers were 
necessary to achieve these national objectives. 

It was the task of the "have-not" provinces to 
convince the other provinces and the central government of 
the necessity of greater federal participation in promoting 
regional economic development. The vastness of the task, 
as seen by these provinces, resulted in their advocating 
that “the “central government be given the atithority to 
participate in economic and social endeavours to achieve a 
reduction of regional economic and social disparities. 
Premrer Smith, in, introducing the topic” of "regional disperi-— 
ties, empnasized the historie role of previous national 
polreres whieh had resulted in” the existence of regional 
disparities. 


[There] was a policy which was followed by the 
federal government for many years -- the national 
policy under which people in all regions of Canada 
were encouraged to buy and sell for the most part 
Canadian, goodssin order) to.encourages; i easeconomiue 
development of Canada. And Canada has, as a whole, 
benefitted very greatly; and because Canada has 
benetitced, so, did-Nova Scotia. 

Buc this eolicy hasabeen etter sronysome 
regions of Canada than it has for other regions. 
THesresuvinot echiswpolicy—~ 2am WaSetOscentre 
development in some regions while other centres 
remained underdeveloped. 

Our submission now is that we in Canada need 
a contemporary extension of this policy, or a new 
one similar, to it, to assist those regions which 


remain underdeveloped. .. . 


5; Sonstitutional Conterence February pies, pe iS. 
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Nova Scotia, then, called for a new national policy 
designed to reduce the gap between the poorer provinces and 
the national average. A strong federal government was a 
prerequisite (ror the initiation of any such po! icy. rer 
economic development depended upon massive financial aid 
and assistance for economic and social development. A 
federal commitment was needed to support a national develop- 
ment policy "which is frankly regional in application and 
which is of a massive size."/ 

The conference conceded that regional disparities 
ought to be reduced. The question was how -- what role was 
the federal government to play? Since the solution obviously 
involved areas of provincial jurisdiction, what limits were 
to be imposed on the central government? The problem is 
reminiscent of the guestion, "Which comes first, the chicken 
Or the egg? Which does ‘one “solve "first, "regional “disparities 
and then the division of powers, or the division of powers 
and then regional disparities? The answer, it appears, 
depended upon each province's attitudes which were influenced 
by There Molulv.eswborn COonseLtturionall memhorm: 

A major topic of the conference in discussions on 
the federal spending power and regional disparities was the 
federal policy of equalization payments to provinces. The 
chief opponent of these payments was W.A.C. Bennett, Premier 
Of Brivtish Columbia... His attack was first launched during 
the Pebruaby, slLI6G .Conlerence™ 


[The] whole thought behind government policy should 
be achieving similar wages across this free exchange 
Canada of ours -- then you would not need equaliza- 
tion payments between provinces, because if the 
income per capita was the same in all provinces no 
equalization would be necessary for provincial 
governments. Giving equalization payments to 
provinces only puts a little salve on the sore, 
Mesedoesnvt correct 1G. In all the years they have 


7. Constitutional Conference, February, 197607 9p. 343. 
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been paid, Mr. Prime Minister, all parts of Canada 
have increased, but there is comparatively the same 
differential between the five different regions. 

Pee Se not a SOU one 


While British Columbia protested that equalization had failed 
because the principle of payments to governments was false 
and that the proper method to equalize opportunity was 
through payments to individuals, the Atlantic provinces 
believed that equalization payments to the provinces were 
vital to any reduction in the gap between the "have" and 

the "have-not" provinces. They argued that the problem was 
not that the principle was wrong, but that the payments had 
not been large enough. Premier Smallwood emphasized that, 
while no province liked being in a position of having to 
receive equalization payments, they were vital to Confedera- 
tion as long as the gaps remained. 


What equalization payments amount to is this: a sort 
of unwilling maybe, unhappy perhaps, recognition on 
Ehe, part,of Ottawa. that there are five provinces. in 
Canada, maybe six, that are losing out in the Canadian 
race, and they have got’ to be helped "that as "what 
equalization payments mean: that Ottawa has got to 
give them what they can't get themselves. That is 
what equalization payments mean, and as far as it 

Goes, ber isealierighnt then troupe 25. 1 tecdoess nOtacgo 
fare enough: 


The semedy ley in increased federal assistance to the poorer 
provinces, both in terms of transfer payments and federal 
programmes designated to promote economic development in the 
"have-not" regions of Canada. 

While Ontario supported the principle of equaluza- 
tion payments to provincial governments, Premier Robarts 
expressed concern that the ever increasing transfers would 


continue in perpetuity. 


8. Constitutional Conference, February, 1968, 
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In Ontario, wae eewWe accept. the principlesiior equal= 
1zZation] and we practice it, but it cannot be the 
final answer to the problem. 


. e ° e. * . e e . e . ° e e e. . e . - oo 


2» -» £ dO feel tie time has come for Us to re-think 
this concept of economic disparity, and see if we 
cannot arrive at means whereby we can make various 
areas and regions of ‘the country oe ee pou aed 
from the natural assets that they have.t 


Ontario was also concerned with the "old-fashioned" approach 
of equating "regional" disparities with provincial boundaries. 


We have problems in Ontario. They may be of greater 
Om lesser (degree Chan sin -other pants von athe: countiay, 
but within our province itself there is great economic 
disparity. 


[Perhaps] this 2S one of our major problems, chat 
we do attack this whole problem within the concept 
Of what .oGge basically vartifie@al sooundertes, pas 
economic development does not recognize political 
boundaries” 


Quebec also supported the attack on regional disparities, 
ancdepresented a proposal eo ysupplemener tie equalizarrcen 
DavyMentseto the Atlantic provinces. © Sine -empnasized, Nowever, 
that policies must deal with “disparities and underdevelopment 
in all areas where attention was needed. 

NEwEhesrirst meetang,ecnen the Limsemantscers 
agreed that the issue of regional disparities was of grave 
concern and that new policies were needed to reduce the gap 
between the regions in Canada. It was not yet clear how 
the constitution could be used as an instrument to promote 
economic development. Nevertheless, the Maritime provinces 
were nol abou. to gave up, the opportunity osright .bhne 
wrongs of the Confederation settlement, and were anxious to 
lise, the vehicle of constitutional reform, -o <discus's .che 


issue of regional disparities. .The prospects of enhancing 


MOL Constitutional Conference, February, 1966; 
po. wala 9%. 
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their financial position did not escape the other provinces 
as well: 

The Constitutional Conference was reconvened in 
February, 1969 to resume discussions and negotiations. In 
between meetings, the Continuing Committee of Officials 
had attempted to come to grips with the specific issues 
involved in constitutional reform within the general frame- 
work established by the first Conference. Various papers 
and reports resulting from their work were presented to the 
second meeting of the Conference. The issue of regional 
disparities was one of the items to be discussed. 

Once again, one of the most important aspects of 
the debate was the question of equalization payments. The 
link between these payments and the discussions concerning 
the division of taxing powers became apparent during the 
meeting. The federal government emphasized that the contin- 
uation of "the ‘equalization *paymentss was Notwnegotiable. It 
was an important part of the federal government's attempt to 
help the poorer provinces. As Prime Minister Trudeau stated, 
the principle of equalization payments “cannot be compromised, 
clearly, since its need is recognized." The federal 
government ys r.esponsibility to ensure, the viability of the 
provincial governments rested on its ability to raise 


revenues and to spend them, Thus, while it was willing to 


Lae sAppendix.2s vProposals Adopted (by the Conterence:, " 
iidsy.9D>. 54/7. the Conterence agreed: “THAT va, Concimuing 
GCommrttee of “Officials be™set up to vassuste ‘the Constitutional 
Gonrenence vinuwlis bask. e. p.nh bl ne CCOLwas civen Very 
broad terms of reference, however, it was specifically 
directed to set up sub-committees in seven areas: (a) official 
languages; (b) fundamental rights; (c) distribution of 
powers; (d) reform of institutions linked with federalism; 

(e) regional disparities; (f) amending procedure; (g) 
mechanisms of federal-provincial relations -- in other words, 
an examination into the question of whether there should be 
formal meetings of first ministers annually, et cetera. 


13. Constitutional Conference: Proceedings, Second Meet- 
Lng, Ottawa =- Pebruany 10-12 pe l960 (Ottawa: Queen's Printer, 
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share all tax fields with the provincial governments, it 
would not grant the provinces access to these other tax 
fields if this concession was made at the expense of limiting 
its own power to tax and hence to spend. British Columbia, 
on the other hand, insisted that the fields of direct taxa- 
tion become the sole "possession" of the provincial govern- 
Men Gs. 

Premier Smallwood, concerned with the possible 
effect that this proposal would have on the federal govern- 
ment's ability to assist the poorer provinces, stated: 


You [the federal” government) cannot change your 
ConslLTtuSronEso dsi#to wane yousimeseie eamouit tof 
Bevenue Vou, Can 1Taisevacross Canada. And then, 
Having batesecds 1, Use Ve. | Use: ib, NOt qioe OL tie 
normal conventional things, but to help us five 
Prov.inces!, Prime Minister. Eive of ass. Ouebec,, «.. . 
New Brunswick, Nova Scotia, Prince Edward Island, 
andeNewround land sitive: of-fthe ten. Helo tus. Help 
USS COghnel pour se lvec, 

And there are so many ways of doing it. But 
Poa iecCostseagcdaslh. S*Soudoncrcue yourselimort ssrom 
the chance to get the cacn.14 


None of the provincial leaders were willing to 
oppose the power of the federal government to aid in the 
development. o& che poorer, regions, although the methods to 
be used were a topic of considerable debate. In discussing 
the federal taxing and spending powers, the wealthy provinces 
were put at a slight disadvantage. The provinces of Ontario, 
British Columbia, Quebec, and Alberta advocated that the 
provinces be given sufficient taxing powers to implement 
programmes based on each province's priorities. They argued 
that the division. of powers ought to recognize the prancipte 
of equalizing expenditures with revenues. Their arguments 
were based on the concept of provincial autonomy. 


Are the Provinces to be simply administrative 
Unttse ‘Areiwe sist to, functaonas. administrators 


14. Constitutional Conference, February, 1969, pp. 176-77. 
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with all the decisions made by the central government? 
Or are we tO Nave a federal system in which political 
aULROLIty ang political decision are to be .ert, at 
least to some degree, to the Provinces in order that 
they may define policy in the areas given to them by 
thes Concselrutaon. 


The differing tax capacities of the provinces 
resulted in lengthy debates concerning the distribution of 
taxing powers and the possibility of limiting the federal 
powers of taxation. With approximately one-third of federal 
revenues coming from income taxes, if these sources were 
relinquished to the provinces, the federal revenue reductions 
may have threatened policies of equalization and regional 
development. Moreover, while the Atlantic provinces would 
Support a sharing of tax revenues, so long as equalization 
payments were maintained, their lower tax capacity meant 
thatrcontrokhiofytheldirect taxsfiieldsiwould notebe asgreat 
boon to them. If federal assistance to the poorer regions 
was: threatened by any restriction of the federal taxing 
powers, the "“have-not" regions would be compelled to support 
the federal position that their unlimited power of taxation 
be maintained. 

Whilesthesuse ofethe!lconstitucson. tO Support 
reqionaledevelopmentyhadinot been clear during the first 
meeting, an idea was beginning to germinate by the February, 
1969" Conferences Atethisotimé, 1b was’ suggestedsby the 
Nova Scotia delegation that provisions be placed in the 
eonstitution) designed= tospromote? ther alleviationszotaregional 
disparities. 


We believe that the principle of equalization and the 
formilamfore 1 teshouldsbeysetaouteinwehesConseLeution. 
There should be m arguing and bargaining for equal- 
izationeiroms timet tomtame sett should not ydepend 

upon thehattitudesorstheawhimioteany partacular ad- 
ministration at any given moment. 


e e e e eve e e od e e ° e e e od e. e e e © ° e e ° © 


15. Constitutional Conference, February, 1969, 
pp.) 162-33. 
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[Further] we hold that Canadians in every region of 
Canada clearly should have opportunities for their 
own all-round development, and to attain a standard 
of living reasonably comparable with the opportuni- 
ties and standards of the average Canadian. 

We believe that this as a compulsory general 
objective of federal policies should be recognized 
by the Constitution. There should also be written 
in the Constitution a provision that the Federal 
Government must!apply its fiscal monetary and 
esonomie pOlLic1es 2... with, due regardator, the 
pEecbab le verrece or veach policy Upon escn, region 
aS 1S consistent with the overall objective of 
the policy.16 


He went on, Eo.,emphasize that.the constitution should also 
Guarantee that the federal sgovernment, could enter into 
meaningful consultation with the provinces in areas that 
concerned the provincial governments. It was emphasized, 
however, that the federal commitment to regional development 
could not wait until a new constitution was agreed upon. 
Steps must be taken immediately to ensure that the gap 
between the regions was reduced, not widened. 

The Nova Scotia proposal to place regional dispar-= 
LELSS inecthe Constitution was not discussed at the second 
Constitutional Conference. The meeting did, however, agree 


to sum up the debate in the following terms: 


6. Regional sDispariiies 
(Agenda Item 4 (e)) 
The Constitutional Conference agrees: that; 

(a yethenpromoelonvo: the full sdevelovument sar 
all parts of Canada is an essential objective 
of Confederation; 

(b) a Committee of Ministers should, taking 
into account the views and proposals of the 

various governments, consider the administra- 
tive, financial and consultative arrange- 
ments for policies and programmes required 
immediately to reduce regional disparities; 
(qc) the Continuing Committee ot OLrieials 
should give special attention to the 


16. Constitutional Conference, February, L300, 
Die 20-7)" 
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constitutional aspects of regional disparities, with 
a view to ed dle a to a Committee of Ministers as 
soon as possible.t 


Although the constitutional issue was to become a major 
topic in the meetings which followed, the emphasis was still 
placed on the immediate steps necessary to reduce regional 
disparities. 

A*thivd open *meeting of first ministers’ was “held 
in December, 1969, and at that time, the existence of 
regional disparities affected the discussions of health and 
welfare. sApart rrom the problem of providing opportunities for 
provinces to "opt out" of national programmes, the differing 
tax capacities of the provinces and the diverse points of 
view between the "have" and "have-not" provinces with regard 
CO the sf ederal spending spower were stopics of lively debate. 
The dé€sire eo ensure a minimum national sittandard of ="essen— 
tial" services was expressed by most provinces. However, 
the method of attaining this objective was debated. Shared- 
cost programmes had been fraught with difficulties, and the 
heterogeneous concerns of the provinces, coloured by regional 
disparities, were presented. Some provinces were opposed to 
the, verys.principle of shared-cost programmes; others £elt 
that the federal power to make or withdraw from national 
programmes should be subject to provincial consultation and 
agreement. The discussions were complicated by the “built- 
in" equalization factor in the shared-cost programmes. 

in-an effort to reconcile the need for national 
programmes in certain health and welfare areas, and the 
desire of some provincial governments that they be allowed 
LO “Opt .Outw Of .any -SuCii sprog, ammes 1 he rederal ~government 
proposed tolrertind avporcionson the stax craised for vile 


national programmes” tovindividuals Sin non—participating 


17. "Conclusions of the Meeting," Constitutional Confer- 
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provinces. The refund, however, would automatically redis-— 
tribute incomes to some degree. Prime Minister Trudeau, 
explaining the proposal to the conference, stated: 


The Federal Government says, "Okay, we will help you 
by this national scheme which is desired by every- 
body. Within each province where the scheme applies, 
there is. going, to. be.a redistribution of<benefats 
and certainly we are going to tax all rich Canadians, 
nowmatter where” they are, a little more to help the 
less rich Canadians no matter where they are, even 
within the same province or in the province where 
the scheme applies." There is going to be some form 
of redistribution, 


And, the Prime Minister went on, in cases where a province 
wished to remain out of a national programme, a bit of re- 
Gistrabutions would stil). oceuri. 


[We] are saying to the citizens in these [non- 
participating] provinces: “Instead of using the 
national scheme within your province to redistri- 
DUPEAWe! hares according, Los thicenaraona  wscheme,. aac 
we will give the money back and the way we do this 
Pow co=Leodiscr bute cie-=1ncome™ sticntly from che 
HiChetOmc ee OOCrmias, 18 


An important advantage of the shared-cost programmes to the 
pookere provinces lLay.,in this i built-in! gequada zation, factor. 
Premier Robarts, on the other hand, opposed these hidden 
Sosts,.of equalization, 


If we want to deal with equalization, let us deal 
Wich ecvall gallon) as. a payment by the central “gov— 
ernment to certain provinces to establish another 
level of incomesor, whatever at as youywant. 
Westnink= it tS alricgh wo principle, *bue we do vob ject 
to, what we,are getting into here where you tax the 
Excovince and then do nov return 1c Che amount you 
tax out of it because some of this money is going 
EOy pay, Lor -aaprogrammenin another province that 
that province doés notiwant in 2s own province.19 


Apart from “hidden equalization” ity the shared-cost 


18. Constitutional Conference: Proceedings, Third Meet- 
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programmes, the equalization principle was to be included in 
any new constitution. Both levels were to share direct and 
indirect “tax fields, but the Parliament’ of ‘Canada was to 
have "the explicit power to make equalization grants."79 
The connection between regional disparities and the division 
of powers, then, was borne out in many of the discussions. 
However, aS a separate topic on the agenda at this meeting 

as well, it continued to evoke much discussion at the con- 
ference. 

By this time, agreement had been reached "that it 
should be the policy of all governments in Canada, federal 
and provincial, to work towards a reduction of regional dis- 
parities"*+ in’ such “aréas as the provision of government 
services, levels of personal income and in balanced economic 
growth between the regions: “Iwo questions remained, whether 
chere should besa constitutional prevision, that ihe problem 
be rédressed sand the method of “solving 1t2 “Ai: number of 
positions emerged. The Maritime provinces pushed for a 
clause “inthe constitution which would impose obligation on 
governments (presumably the federal government) to resolve 
Begonia ledlsparweLies ss Tne federal government wavoured a 
statement in the preamble to the constitution, which of 
course would not have any legal standing. A third position 
was that of Alberta and British Columbia which favoured a 
constitutional provision referring to equality of opportunity 
fome.a) Canadians. J Turse lattenm policy shakted the emponasis 
Bron seo Ona lwacdualLty cto: Chae of individual equality. 

The federal government had serious reservations 
about@vincludingea “duty” “to veliminaterreqgional “disparities 


in the constitution. Referring to, the discussions held prior 


20. Trudeau, Constitutional Conference, December, 1969, 
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to the December meeting, Trudeau noted: 


We believe the Constitution should give the various 
governments this right, this possibility, of reduc- 
ing disparities, but we did not, as far as we [the 
federal government] are concerned, arrive at any 
way in which we could write into the Constitution 
ansobl1qats onto:donso- 


phe fear expressed by the federal government and some provin- 
cial governments was that the primacy of Parliament would 

be UChreatened by court saction 2£ the reduction of regional 
dispalbleres=was put anto ene econscticacron asa “daucy.. " 
Premier Smith, however, believed that such a constitutional 
obligation, phrased in such a way so as to avoid it becoming 
a legal question, was both necessary and desirable. 


Today it seems to be generally accepted throughout 
the country and by governments themselves that 
governments have the responsibility by way of duty 
to assist citizens to adequately resolve social 
and economic problems and help him meet his needs. 
if, this 1s accepted]... then we submit 1c 2s 
not sufficient simply to confer powers on one or 
another level of government. We submit that in a 
New. GOnSt1tur On an addition. to stating the, goal 
and providing the powers to achieve those goals 
iceshoulde provide thesobligationj to endeavours to 
seek attainment of the objectives or the goals.23 


The Premier of Nova Scotia suggested a "model" constitutional 
provision referring to the obligation of the federal govern— 
ment to make payments to the poorer provinces in order to 
provide a National standard of public services without a 
heavier than national average tax burden. The provision 

also made it a governmental obligation to encourage regional 
economic development. 


The Parliament of Canada shall from time to time in 
such a manner as it deems proper provide for: 

(1) The payment to a province or provinces of such 
sums of money as may be required to enable the 


22. Constaitucionel.cConrerences.Decembery;. L960; 
Dp. 285-50 
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province or provinces to provide a standard of public 
services equal to the national average standard with- 
out a burden of taxation being imposed on the people 
of the province or provinces which is greater than 
theenationalwpurden: 


e e e e e e e ° . e e e oe ° e . e « e e ° e « e e ° a 


(2) Measures to promote economic development in a 
province or provinces or region or regions so as to 
ensure standards of economic well-being and equality 
of opportunity exist in each region of Canada which 
are asnearly as practicable comparable to the stand- 
ardsof “Opportunity in other regions. 


The reaction of the other provinces to the two 
positions -- a general statement in the preamble, or a con- 
stitutional provision ensuring that the elimination of 
regional disparities would be a governmental obligation -- 
was a mixed one. Premiers Schreyer and Robichaud supported 
the Nova Scotia position. British Columbia and Aiberta 
advocated a minimum national income approach as the means 
of reducing regional disparities. A consensus had not been 
reached by the end of the discussion, and the matter was 
left for the time being. 

Saskatchewan was far less interested in drawing 
up a new constitution than with dealing with "bread and 
butter™ issues: In the middle of the debate on how the 
constitution would recognize regional disparities, Premier 
Thatcher took aim at federal policies which, he claimed, 
encouraged regional underdevelopment in the West. In partic- 
ular, he emphasized the discriminatory nature of freight 
rates, and rebuked the new Department of Regional Economic 
Bapansion for its) concentration in Bastetn Canada: 


The Saskatchewan Government would like to remind the 
Honourable Mr. Marchand that all the problems [re- 
lated to regional disparities] are not just east 

of Three Rivers: Wer have aGe some in Northern 
Saskatchewan and elsewhere. 2 


24. Constitutional Conference, December, 1969; 
pp. 187-88. 
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While he supported the concept of a department designed to 
help underdeveloped areas in their efforts to industrialize, 
he emphasized that the freight rate structure was a “major 
roadblock," and was impeding the effectiveness of DREE's 
attempts to deal with economic problems. 2° premier Small— 
wood resumed the discussion of constitutional reform, but 
rose to the defense of the Department. Mr. Marchand also 
attemptedwto fend "oft the attack: 


[Wath | respect stouMr.. Thatcher, o1 certainly am=not 
of the opinion that the only Canadian regions to be 
baken Caresorvare those located east of Trois— 
Rivieres. I believe that there are regions that 
are more or less in a bad way, and we must, ob- 
Viouslyes establish some orderstor our action. 


British Columbia also entered into the discussion at this 
point, with Attorney General Peterson noting: 


[After] hearing My. Marchand s,statement,. [and] iin 
keeping with some of the remarks that have already 
been made vat this *Conterence* wesshould consider 
EAGAC(UGCSELONSOL Teqionel cdicparitvessfor 7 feisunoe 
only the slow growth areas that have disparities 
bUcealsoes .+s* Ehererakerprop lems =relared# to 
disparities.in_the rapid growth areas. and British 
Columbia occupies that position at the moment as 

I’ believe it. is, the number one growth area in 
Canada. 

23-1. think’ there’ should™be some -flexibavityvain 
terms of providing assistance in meeting the prob- 
lems that we have to meet in the growth areas in 
thescountry as*well asin other ‘areas: 


Alberta's Premier, Mr. Strom, expressed the opinion that 
areas of underdevelopment in his province be considered as 
well:" “[Whe ian’ the “have” *provinces stililvhave pockets= that 
I believe are just as much in need of some programme of 

help as those*that are counted as’ “have—not” provinces."°? 


The conference ended with an agreement to disagree on the 


26. Constitutional Conference, December, 1969, 
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topic of regional disparities. 


It was recognized that both levels of government had 
responsibility for the achievement of this goal and 
that each should have appropriate powers for this 
purpose. Eight provinces and the Federal Government 
agreed that the Federal Government should have the 
power tomaileviate regional disparities in relation 
to the income of individuals, inequality of economic 
development and standards of public services. British 
Columbia and Alberta advanced the view that, instead, 
a guaranteed annual income would remove disparities 
between individuals wherever they might be in Canada 
and therefore the effect would be to lessen regional 
disparities. 


Thewoverall discussion, then, indicated that the 
existence of regional economic and social differences 
resulted in varying conceptualizations of how these diver- 
sities could be reduced. The emphasis by each province on 
thesmecthods Co be used —— equalization payments to provances, 
Daymentes COmIndividuals, —Concentratinguon a bis pockets oF 
economic stagnation, or just the most extreme cases -- 
depended on the circumstances facing the individual provinces. 
The heterogeneous nature of the federation and the need to 
emphasize the "peculiar" circumstances to be considered in 
each case, resulted in: the discussion of economic and social 
disparities digressing from the subject of constitutional 
reform to that of "special" considerations te be taken into 
account. This 1s reminiscent, of Many previous, tederal—pro- 
vincial meetings. 

The extensive series of meetings between the two 
levels of government, of department officials, ministers, 
and £irst ministers, culminated in June, 1971 in Victoria. 
Much of the background work on the ‘drafting of the constitu- 
tMionalererorms*hiad been; done prior to) the Conference. Never— 
theless, a few contentious issues were left for resolution 


at Victoria. It had beeh recognized that, unless some 


30. "Conclusions of the Meeting," Constitutional 
Conference, December, 1969, p. 245. 
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progress was made on a new constitution, the leaders of many 
of the provinces, and the Prime Minister, would not enter 
into further negotiations. It was emphasized by the Premiers 
Cie DEertish Columbia and Saskatchewan>* that the question of 
constitutional reform was not as pressing an issue as other 
problems, and they implied that they would not be willing 

to take the time to meet further on the matter. There was 
also a feeling that the Conference would have to show some 
measure of, success to. the people of Canada if further 
meetings were to be held. 

The opening statements of the first ministers 
were, on the whole, more specific than usual -- the Premiers 
hit’ hard on the issues they felt most ‘strongly, realizing 
that this ‘was very dikely the Vast opportunity they had—to 
aprectu diy changes. Hhe Speeiric priorities of the various 
governments were priesented by the leaders. The Atlantic 
Premiers and the Premier of Saskatchewan supported a strong 
central government which would have a constitutional 
Cbg eation, COnaAicdeLies DOOrereaproOviInCces. in. Lic wareds (OL 
economic and social development. This position was supported 
by some of their colleagues, and ignored by others. Prime 
Minister Trudeau confirmed the federal position that the 
reduction of regional disparities was a worthy commitment 
for, both, the central and provincial governments. Basically, 
the governmental positions adopted at financial meetings 
and at the constitutional conferences, were once again 


presented. The wealthy provinces criticized federal policies 


Sr. ‘Premier Bennett stated> ” "At these [Constitutional 
conferences, British Columbia has emphasized that the Con- 
stitution is not the number one priority facing this nation." 
Premier Thatcher's representative, Attorney General D. V. 


Heald stated: "We repeat the position taken by Premier Thatcher 


at the earlier conferences that there are problems facing our 
people which have, in our judgement, a far greater priority 
than constitutional reform." Constitutional Conference: 


Proceedings, Victoria, British Columbia, June 14, 1971 


—— 


(Ottawa: Information Canada, 1971), pp. 6, 37. 
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and the poorer provinces supported them, Occasionally, 
constitutional questions were discussed. While all recog- 
nized the general problem of poverty, the solutions presented 
depended upon the perspective of a particular province. 
Bchreving a consensus would be difficult. Premier Bennett 
headed the attack on specific federal policies which had 
been initiated to reduce regional disparities. 


A few years ago the term "co-operative federalism" 
was in vogue. Today the term "profitable federal- 
ism" 1S appropriate to describe the treatment 
received by some Provinces. British Columbia does 
not ask for special treatment, but does expect 

Po receive fay treatment at the hands of the 
Federal Government. 


He went on to indicate the two areas where he felt British 
Columbia was being unfairly treated. The first was in the 
area of equalization payments. 


British Columbia Calls for the abolishment of 
equalization payments to Provincial Governments 
and advocates a revision to the Constitution, if 
necessary, to provide for a national administered 
Guaranteed gannual income an the place ot "present 
welfare programmes and equalization payments. .. . 


The second area in which Premier Bennett felt British 
Columbia was being short-changed was the federal programmes 
of regional economic development. Premier Strom, as he 

had in earlier meetings, sympathized with his Western 
colleague's emphasis on the individual. 


[We] believe that the government policies must deal 
With McivaididlSunou witieartlriclal regions. 9A 
Canadian is a Canadian wherever he lives. It hurts 
quSG as much to be’ poor in Alberta as it does to 
be poor, in any other part of Canada. 


Concern of the "paying" provinces with increasing equaliza- 


tion payments continued to be a major issue at the conference. 


32. Constitutional Conference, June, 1971, p. 7. 
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Ontario's opposition to the equalization factor in shared- 
cost programmes was once again presented. The position of 
the wealthy provinces was partially explained by the fact 
that they received neither equalization payments nor much 
from DREE. A guaranteed annual income plan, or something 
like that, meant that funds would go into their provinces, 
funds which they could tap. The poorer provinces, 
while not opposed to this approach, were faced with a 
dilemma that this proposal would still leave their govern- 
MeNnts short of money. While their economies might benefit 
from the greater purchasing power of their citizens, there 
was no way of knowing whether this additional wealth would 
generate sufficient taxes to support these governments. 
Thus, the poorer provinces countered by expressing 
thear belief that a strong central government,.was vital to 
the Canadian federation. It was their view that the federal 
government was the.only body.that could redress. the imbalances 
between, the regions. They.did not.argue. against, a. guaranteed 
annud le income phen per se, but. asserted» that equalization 
payments and federal programmes aiding regional expansion 
WenenDGth necessary .and, right -. ~Premler CG .AtaReoan, slic 
new Premier of Nova Scotia, took Premier Bennett to task 
concerning equalization and regional expansion policies. 


We want to point out to the genial Premier of 
Beitish Columbia the fact that Lhe reason that we 
qualify to receive and deserve equalization pay- 
ments, and the reasons necessary to have policies 
to combat regional disparity can be found =. ~ in 
the “carirt “policies ofthe pase, 

We do feel that we have every justification 
for relying on ‘the basic nistoricy policies*or che 
central government for payment, not only to individ- 
wals to ‘offset’ regional’ disparity, but also’ to 
provincial governments, so they can provide the 
level of services that our ae as Canadians 
should be able to receive. ? 


55— Constitutional Conrerence, June, lov vo. 23. 
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nhs 3 ‘ ; ; 
This commitment was to be written in the new constitution. 


Premier Hatfield stated: 


We seek a Constitution without ifs or buts on federal 
power to ensure acceptable standards of services in 
our Province and without ifs or buts on federal 

power to provide us with the policies and remedies 

So clearly required to meet our unique problems; 

we seek a clear commitment to the alleviation of 
regional disparity as a national objective.” 


Whether the Premiers from the Maritimes supported a general 
statement outlining the goal of alleviating regional dis- 
parities in the preamble, or whether they demanded that 
both the objective and obligation be included, the sentiment 
remained the same -- the federal government was obliged to 
redress the situation of regional imbalance in the federation. 
The next two days of in camera sessions culminated 
in the presentation to the people of Canada of the Victoria 
Charter, <a pertialscrattl of a new Canadian Conse uceution. 1A 
Gonpromise on the clause relating, to. 7,egional dicparities 
was finally reached. The governments agreed that a provision 
would be made expressing the moral obligation of the govern- 
ments to reduce the gap between the "have" and “have—not" 
provinces. It was qualified, however, to allay the fears 
of the governments that such a provision might increase 
federal powers. ‘Part VII of the Victoria Charter, which 
deals exclusively with regional disparities, reads as follows: 


Art. 46. The Parliament and Government of Canada 

and the Legislatures and Governments of the Provin- 
ces are committed to: 

(1) the promotion of equality of opportunity and 
well being of all individuals in Canada; 

(2) the assurance, as nearly as possible, that 
essential public services of reasonable quality 

are available to all individuals in Canada; and 

(3) the promotion of economic development to reduce 
disparities in the social and economic Opportunies 
for all individuals in Canada wherever they may live. 


36. Constitutional Conference, June, 1971, p. 28. 
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Art. 47. The provisions of this Part shall not have 
the effect of altering the distribution of powers 
and shall not compel the Parliament of Canada or 
the Legislatures of the Provinces to exercise 

their legislative powers.37 


The fear that the federal government might be tempted to use 
their taxation and spending powers to invade provincial 
jurisdictions in fulfilling the obligation of reducing regional 
disparities, and the danger of provinces appealing to the 
courts to secure their rights were overcome by the qualifying 
clause founda in Article 47 ~* British Columbia’ =) concerns 

were met by the first clause referring to equality for all 
individuals throughout Canada. 

The usefulness of the proposed constitutional 
provisions can be questioned. If the governments were not 
legally bound to reduce economic and ‘social dispardties, of 
what use was the inclusion of the obligation in the consti- 
tution? The justification is that such a clause focuses 
attention on the problem, and indicates a commitment on the 
part or both levels “to achieve a”~solution to the problem or 
regional disparities. The reduction of regional disparities 
had become a definite national goal and by stating this 
objective in the fundamental law of the land, the poorer 
regions were given some political leverage when presenting 
tier. claims. 

The Victoria Charter was rejected by the Province 
of Quebec, “Chus arresting further negotiations. / The procedure 
and discussions surrounding the topic of constitutional 
reform reveal a number of problem areas surrounding the sub- 
j6ct of regional disparities and its effect on the federal 
system. It is clear that the economic and social circumstances 
facing the individual provinces and regions of Canada 


influenced the positions put forward on topics such as taxing 


37. "Canadian Constitutional Charter, 1971," Appendix B, 
Conetitucional Conterence, June,~19717 92763. 
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powers, the spending power of Parliament, shared-cost pro- 
grammes, et cetera. The discussions of regional disparities 
and related topics of equalization payments, federal regional 
expansion policies and built-in equalization in the shared- 
cost programmes, illustrated the diversity of opinion over 
how tle problem could be resolved. Moreover, the degree of 
concern shown by the individual governments over the topic 
ted to widely differing proposals for the constitutional 
resolution of the probiem with suggestions ranging from no 
provision, to a statement in the preamble, to specific 
provisions expressing both the objective and obligation of 
governments to reduce the imbalance between the regions. 
Nova Scotia had even gone so far as to attempt to include 
the principle of equalization payments in a separate provi- 
Siom, thushensurang its.continuation. Regional, disparaties? 
then, emphasized the differences between the provinces. But 
more than that, it also, in some cases, seemed to give the 
federal government an edge in the discussions, for the lack 
bf Unanimrty among the provinees resudtedian thescentral 
government being able to play the poorer and wealthier 
preovanees) Offi against! one another: While, both, ther "have! 
provinces, and Quebec (whose strong provincial autonomist 
stand aligned her with these provinces) opposed the unlimited 
powers of the federal government, the "have-not" provinces 
Would nok accept any diminution»sof the;federal powers= for 
fear that the central. government’s ability to aid) their 


development wuld be curtailed. 
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CHAPTER VI 


CONCLUSIONS 


; The dilemma of regional disparities remains. From 
the Confederation settlement to today, provinces have 
individually and collectively attempted to achieve better 
terms or to improve their positions in the federal system. 

In federal-provincial negotiations on the issue, 
certain themes have become obvious. “The most apparent of 
these is the different perceptions the "have" and “have—-not" 
provinces hold about the problem. As such, one finds 
Ontario (a region) and British Columbia (a region) adopting 
a parsimonious view towards the resolution of this dilemma. 
As "paying" provinces, they have viewed with some reluctance 
the increasing funds funnelled into the poorer regions by 
tne central government. The Maritime provinces, which have 
been identified as a region, and which have been continuously 
HOOLer releavive to the “have” provinces, have perpetually 
Sougit ILO improve their relative posiLion an the tederataon. 
Quebec (a region), which has benefitted £rom many of the 
federal policies discussed in this study, has been preoccupie 
With the preservation of her cultural values, and argues 
for orovincrdl Frights and Independence regardless of her 
poorer economic position. The Prairie provinces, the fifth 
region, are in a difficult position since they most 
closely conform to the national average. Neither poor nor 
rich, when compared to their Confederation partners, they 
have argued the disparity issue more from the perspective 
of the uneven impact of federal policies than from a "pro- 
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vinceial autonomist" or "“have-not" position. Their demand 
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for "fair" treatment has been voiced unhesitatingly at fed- 
eral-provincial meetings. 

It should be emphasized that, no matter how much 
one talks about regional disparities, or the concept of 
region, be it on a sub-provincial, supra-provincial, or 
region-equals-province level, one cannot escape the realities 
of political boundaries in Canada. The existence of two 
levels of government in a federal system enhances the 
importance of individual governments in negotiations at the 
federal=provincial level. Thus, the resolution of regional 
disparities, which is usually taken in an economic context, 
must in some way correspond with provincial boundaries, 
regardless of the economic merits of this approach. Given 
the responsibilities of each level, efforts to resolve 
regional disparities are usually made at the federal -provin- 
Cial levels ~While frequently differing claims, and’ arguments 
Goysupporiy these claims, are both regional and ®provinelaly 
regional expressions of these claims are still made by 
provincial leaders. 

The/relationship between the provinces and Ottawa 
clearly varies according to their relative economic’ position 
in the federation and has resulted in a “have” versus “have- 
TOS rivalry. The "have-not" provinces, with their lower 
tax’ Capacity, are®more reliant on assistance £rom the central 
government than the "have" provinces. They view a strong 
federal government as a prerequisite to their own viability 
as provincial governments. The heavy dependence on federal 
policies, designed to ensure that all provinces have the 
financial means to provide government services to their 
constituents, has resulted in the poorer provinces being 
antagonistic to any proposals which could limit the central 
government's power to redistribute the national wealth. The 
ehaveliprovinces, son” the, other hand, wWithea much greatere tax 
capacity, see Ottawa more as a competitor for "finite" 


revenue sources. Their potential capacity for independent 


a36 


: er eee | 
~tw'?t ehaeemasiiilt | 
joo wt setgee on, oiteaty Siateatans ad bined’: at 
1D oprowos add ge [esse meee, lanotpes 2 
wo ; Lehiiedegeesdon’\lelbetvrg-die a oo 3h a 
ms 7 (ea; anF saes4s ores on’. favel scuis vomq~el aupe-fod 
ows %5.ecdetaige, off ebangs ab feat: RDA Lastsitog pee 

2 “ante etaistiiie. aeareye- 1 atabo e re sem 28 vag | foal vs f 
oe 2itea secant -népesneai jeep ieubivibal Is ehnedrny vf 
‘wives tu -tiNn eras wif agate. ,eved, fesonk Veeqciaaeba 
4000 <t-nh~ss se Pi neta Planuwew at. doidw est tlanqeth bs 
8G) Yes {ec2nleoeg naiw, Div WAeFIVo yew onne ols an a4 

> dneceege Wd) te eon slemgose 24d: to aa sbunge: an) 
seteges pF a) 2eeRRe .ievei noer Mas entaitiat an 0x8 it 


i pimhsey esta 7apar Dap oad Te Lam mine eae 


lime te bas emtcie SaiderriA «4 obest: dc: tale Lode 
aoigiae wi bis thmolper djéd @«s- andefs opedz: patie ‘ 
“wat oretifitdl wie werbelt> exe So. exoiseteaqxe Thien 
Yee) So oa : aiebeok Lehomi vor 


v2eeetG hae (eR Vesa BaF Cw ed Ye many len adr z a. ; 
i. cateuios (ovidslex o1602 08 ythhspors #94 t8v- aged 
wiA* wussnoy Yawet"- wai) bediieast sen i aa ijexebe ert ak 
wot .giett day > meow q: *9nesved" at etowns 30m, 
(nie of) mist eaidertse ca Sneeles o1om n2s WosveqsD:! en a 
we9da-«¢ waly vary ,Siuat Yow oved" ord | stad dame HONOR : 
viel qe” ci ses 3 ‘Od indupsaeg 6 ae idparzeven. kai re 
(iowa? Ae sapshoageh ywoad ont _aironittiune, Ingankve 
add oat) Rovetvdag Lie: dd ad, ‘benpteob eenoe! tia : 
SFO, is. 929%" SaeRnRIoVeD obivesg at a anon one 4 
posed seer bee ny TeggR: igtll te- melaeauaraers wis man A 
ingeuep att cinbl blpenty iy, Blaxequay wat 7 
et eat ee Henerbsana iy kapemialenaty asm i 1G tng — i 
Kes tadeay Sou a-Atka Ubaed 2vtto- Beid.ao° ewan! 
ane te td yom a mas 


tk 
ayes a1 


} 
am sved® 
a 7) 


aon 
a 


pes 


action has led them into open conflict with the federal 
government over the control of the tax fields, and in par- 
ticular, the income’ tax sources. “In debates over» tax 
sharing, the "“have-not" provinces have also claimed the 
need for more revenues -- the difference is that they have 
asked for tax revenues plus additional assistance. 

The poorer provinces see federal transfers as 
being a perfectly legitimate function of a national govern- 
ment, and see the redistribution of national wealth through 
the federal government as an important aspect of Confedera- 
tion. The wealthy provinces view these transfers from a 
aqrvererent perspective .."Towthem, the. "nat tonal” wea lth 
collected’ by the federal government for the purposes of 
equalization, is really their money being siphoned off. 

The redistributive function of the federal government is 
viewed with a certain amount of ‘chagrin>s “their” money 

Ougn eS co be spent ror the benefit Of ther eecatizens. SAnd, 
while they reluctantly concede that a certain amount of 
equalization is necessary, they have been increasingly 
alarmed and concerned over the mounting costs of equalization 
and regional development policies. 

Another form or rivalry which “plagues” “the 
Canadian federation is one which is of a more regional 
character and relates to perceptions of the impact of 
federal policies. The comparison by provincial governments 
of ‘their position in» the federation is often made “according 
towa “West, “Centre “Bast divisions Thus, the Prairie 
provinces speak of "western alienation," and compare their 
pes@lion with ‘thateor Central’ Canada’ ~ Federal policves, 
they claim, benefit Ontario and Quebec, and impede the 
economic development of the West. Furthermore, they do not 
receive any recognition of this problem through equalization 
and regional economic expansion policies as the "East" does. 
The "East," the Atlantic provinces, compares its position 


with Central Canada and the "West." As “low man" on the 
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totem pole, the Maritimes view their position as being "odd 
man. out" when it comes to the benefits of Confederation. 
This regional rivalry is most often used in discussions of 
national economic policies. National economic policies from 
the earliest days, with the National Policy which integrated 
the regional economies through to today, have benefitted the 
regions unevenly. Central Canada, a title which emphasizes 
note oOmwly tie central geographic position oO. Ontario and 
Quebec, but also their position as the hub of Canada's social 
and economic life, has been seen as the chief beneficiary. 
The denand, by both the "“West™ and “Hast,” that this “untain® 
treatment be arrested has been one of the recurring themes 
at federal-provincial conferences. 

Another consequence of the different interests of 
the provinces <and regions of Canada is found in che various 
proposals espoused by the governments to solve the problem 
of regional disparities. The poorer provinces, unable to 
raise sufficient funds due to their restricted tax base, 
favour the approach of tTederal transfers to provincial 
governments. The monies flowing into these areas via equal- 
ization payments, special grants, shared-cost programmes 
and federal economic development policies are all acceptable 
to them, While they may, at times, Complain of the Lack ‘of 
federal consultation with the provincial governments, they 
would not oppose any of these means being used to reduce 
economic and social disparities. The rich provinces, on the 
Gelier hand, Can afford to place a higher value on che 
principle of provincial autonomy, and since they do not 
benefit from regional policies when "region" is equated with 
province, advocate either a sub-provincial, or payments-to- 
individuals approach as being the proper solutions to 
regional disparities. Rather than accepting national pro- 
grammes through shared-cost arrangements, they would prefer 
tax equivalents or a greater share of the tax sources. 


The federal government, then, has found it necessary 
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to placate the demands of both the "have" and "“have-not" prov- 
inces through a variety of policies and programmes. Shared- 
cost programmes in the health and welfare services, for 
example, have been developed to ensure that a national 
minimum standard of essential services will be provided to 
citizens in all parts of Canada. These plans usually have 
an equalization component, from which the poorer provinces 
derive additional benefits when measured on a per capita 
basis. A policy of equalization payments has also been 
established to provide the poorer provincial governments 
with the revenues necessary to meet their constitutional 
obligations. To pacify the richer provinces, larger share 
of the income tax fields have been granted to the provincial 
governments. 

The federal government has also attempted to over- 
come regional disparities through a series of specific 
measures. Programmes such as those found in the Department 
of Regional Economic Expansion -- the Area Development 
Agency, the Fund for Rural Economic Development, and the 
Agricultural Rural Development Act, have been applied on a 
sub-provincial level, and while the efforts have concentrated 
in the Atlantic region and eastern, Ouebec, the programmes 
have been expanded to ensure a little for each province. 
Even here though, one finds that programme success is to a 
great extent influenced by federal—provincial cooperation. 

Te wollld be very doubtrul 1f an vany, pola tacel 
system regional economic and social differences could be 
entirely eliminated. For example, the variation in the 
distribution of natural resources among regions creates 
economic imbalances which leads to a political problem. 
Nevertheless, while differences may always be present, the 
"width" of the gap between regions may be reduced by man's 
efforts. The problem is; are existing policies adequate in 
the light of the varying interests and needs of the provin- 
ces and regions of Canada? Successive governments have 


attempted to find means of reducing the gap between the 
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vhave-not" and "have" provinces. The dissatisfaction of the 
provinces with existing programmes is confirmed by studying 
the differing claims and proposals presented by the provin- 
Cial governments. Moreover, the tolerable limit for dis- 
parities varies from province to province. 

The different positions which have been voiced by 
the provinces, and the "alliances" between several of the 
provinces have become, in recent years, almost a tradition. 
It would appear that no single solution, which has been 
presented up to now, overcomes the problems which have been 
raised at federal-provincial conferences. While one might 
argue that the Victoria Chanter reflected a consensus, how 
its provisions would be implemented were by no means certain 
Since governments were not required to act. The Charter did 
not give a specific solution and provincial pressures would 
still be necessary to secure federal assistance. What form 
this assistance might take will largely depend on both 
economic and political considerations. 

The arguments presented by the various governments 
are Largely, economic, Since economic disparities are usually 
the topic of discussion. When governments base-their argu- 
ments on economic premises; it is difficult to accuse them 
Cf basing jeheir reasoning (on (strictly political, tines ay Buc 
it should be recognized that each provingal government, 1s 
also actempting Co maximize 10S political position by delav— 
ering better services. For example, ,one justatication fre- 
quently used by most of the underdeveloped provinces in 
requesting federal efforts to reduce regional imbalances is 
that. che tederal tariver,, transportataon, and, fiscal policies 
have imposed economic hardships on their region. These 
factors have been seen as major impediments to individual 
regions' attaining their share of economic growth. Further- 
more, the governments have argued that the national economy 
will benefit in the long run when the "have-not" provinces 


have become self-sufficient. While economic in content, the 
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political dimension of these arguments cannot be overlooked. 

The guaranteed minimum income plan proposed by 
British Columbia and Alberta has been justified by the 
argument that equality of opportunity of all Canadians can 
only be achieved on the individual level, not through pay- 
ments to provincial governments. The Prairie provinces and 
British Columbia also demand "fair" treatment ~- the federal 
policies should not have an uneven impact on the regions of 
Canada. Here, one must ask, who benefits from these pro- 
posals? The wealthy provinces receive nothing from equal- 
ization payments and very little from the present regional 
expansion policies. Their alternatives would result in 
federal tunas thowing 1nto their” provinces... Ontario, coo, 
bases her claims on €conomic’ terms’. Her Concern Is" that 
there ought to be a limit to equalization (a programme from 
Which she receives no benefit) on the grounds that at some 
point, the economies of the paying provinces will be 
aoVeboely alrected. “Quebec. concerned with cultural’ mateere, 
has benefitted from many of the federal programmes, and, 
despite her provincial autonomist perspective, accepts the 
funds so Vong as they do not interfere with therabality of 
the province to act in her own best interests. For this 
reason, she pushed for opting=out provisions in shared-cost 
programmes. “By this method, she received federal funds, 
yet was able to set up her own programmes. 

While the negotiations and proposals are couched 
in economic terms, politics governs the solution to regional 
Gisparicies. § fttempts to find a solution "are=policically 
WMocavatea. In addition to “non-partisan” economic arguments, 
the governments also use the argument of national unity as a 
justification for presenting many proposals at federal- 
provincial meetings. The issue of regional disparities is 
no exception. The claims made by the "have-not" provinces 
on the right of all Canadians to a national standard of 


essential services, are often based on the premise that 
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national unity may be threatened if the gap between the 
"haves" and "have-nots" is not reduced. It is an emotional 
appeal €o a sense of “fair” play.” "This same premise is 
used to justify the Western claims that the uneven impact 


of fedéral policies be rectified. 


The federal system presents a dilemma. The federal 


government cannot wipe out disparities with a single stroke 
of the pen. To do so would place the continuation. cf the 
federal system in jeopardy: objections would immediately 
arise in Quebec and Ontario, and indeed in all provinces. 
The sharing of powers and responsibilities between the fed- 
eral and provincial governments must be respected, as must 
the autonomy of the provincial governments. The federal 
government, responsible to all people of Canada, mist 
recognizesthe interests of all regions and aS a result must 
compromise between conflicting interests. 

As such, there is no fixed or absolute solution 
to regional disparities, only approximate ones. Temporary 


solutions or attempted solutions have been initiated in 


response to amumber of motivations, including both the altrue 


istic desire to see all Canadians share in the general pros— 


pEeritvyeos the. nabioneandspolatical Gxpedacney: Fors.examole; 


would the Western Economic Opportunities Conterence have been 


convened if the Trudeau Government had won more seats in the 
West in the 1972 general election? Would the 1926 Royal 
Commission on Maritime Claims have been appointed if Prime 
Minaster King had not been in a minority government? The 
equalization payments plan which had been suggested in 1955 


did mot go into eriect until 1957, the same (year Prime 


Minister St. baurent. called an election. Political realities 


must be taken into account. It is clear, however, that 
whether the motivation behind the search for solutions to 
the problem c£ regional disparities stem from altruism or 
political expediency, the search will continue, and gt des 
also clear that the dilemma of regional disparities will 


continue to be a political football for years to come. 
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